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APS COMPLIANCE WITH DECISION NO. 70667 — APS/PINNACLE WEST COMMUNICATIONS WITH

CREDIT RATING AGENCIES
Docket No. E-01345A-08-0172

RE:

Attached please find copies of Arizona Public Service Company (APS) and Pinnacle West's available past
communications with credit rating agencies as instructed per Decision No. 70667 (December 24", 2008):

“Arizona Public Service Company shall file all currently existing communications within 10 days of the
effective date of this Decision and shall file future communication on a monthly basis. The first such
monthly report shall be due on February 1, 2009, and the monthly filing shall continue until the conclusion
of Arizona Public Service Company’s general rate case. Thereafter, Arizona Public Service Company

shall make such filings on a six month basis, with the first filing due by January 1, 2010.”

This monthly filing covers the communications with rating agencies from February 20, 2008 through March 20,
2009. If you have any questions or concerns please contact David Rumoio at (602)-250-3933.

Sincerely,

Leland R. Snook

LS/dst o
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CC: Ernest Johnson (unredacted) ~0 B
Brain Bozzo (unredacted) d i
Barbara Keene (unredacted) iy <7
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Terri Ford (unredacted)




Rating Agency Communication Log

Date Person APS/PNW Personnel Subject Comment
2/22/2009|Laura Schumacher, Jim McGill E-mail from Jim regarding new
Moodys APS debt issue
2/22/2009{Phil Smyth, Fitch Jim McGill E-mail from Jim regarding new
APS debt issue
2/22/2009| Tony Bettinelli, S&P Jim McGill E-mail from Jim regarding new
APS debt issue
2/23/2009|Phil Smyth, Fitch Jim McGill E-mail from Jim regarding new
APS debt issue
2/23/2009| Tony Bettinelli, S&P Jim McGill E-mail from Jim regarding new
APS debt issue
2/23/2009|Laura Schumacher, Jim McGill E-mail from Jim regarding new
Moodys APS debt issue
2/23/2009|Laura Schumacher, Jim McGill E-mail from Laura regarding new
Moodys APS debt issue
2/23/2009|Laura Schumacher, Jim McGill E-mail from Jim regarding new
Moodys APS debt issue
2/23/2009|Phil Smyth, Fitch Jim McGill E-mail from Phil regarding new
APS debt issue
2/23/2009|Phil Smyth, Fitch Jim McGill E-mail from Phil regarding new
APS debt issue
2/23/2009| Tony Bettinelli, S&P Jim McGill E-mail from Jim regarding new
APS debt issue
2/23/2008|Laura Schumacher, Jim McGill E-mail from Laura regarding new
Moodys APS debt issue
2/23/2009|Tony Bettinelli, S&P Jim McGill E-mail from Tony regarding new
APS debt issue
2/23/2009|Laura Schumacher, Jim McGill E-mail from Laura regarding new
Moodys APS debt issue
2/23/2009|Laura Schumacher, Jim McGill E-mail from Laura regarding new
Moodys APS debt issue ratings
2/23/2009|Laura Schumacher, Jim McGilt Called Laura per her e-mail
Moodys request - she wanted to discuss
press release on new debt and
opinion articles
2/23/2009|Laura Schumacher, Jim McGill E-mail from Laura regarding new
Moodys APS debt issue press release
2/23/2009|Laura Schumacher, Jim McGill Called Laura per her e-mail to
Moodys discuss press release on new debt
- no material corrections
2/23/2009|Laura Schumacher, Jim McGill E-mail from Laura regarding APS
Moodys and PNW opinions
2/23/2009|Tony Bettinelli, S&P Jim McGill E-mail from Tony regarding new
APS debt issue
2/23/2009| Tony Bettinelli, S&P Jim McGill E-mail from Jim regarding new
APS debt issue
2/23/2009|Phil Smyth, Fitch Jim McGill E-mail from Phil regarding new
APS debt issue
2/23/2009]Phil Smyth, Fitch Jim McGill E-mail from Jim regarding new
APS debt issue
2/23/2009{ Tony Bettinelli, S&P Jim McGill E-mail from Tony regarding new

APS debt issue
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2/23/2009| Tony Bettinelli, S&P Jim McGill E-mail from Jim regarding new
APS debt issue
2/23/2009|Phil Smyth, Fitch Jim McGilt E-mail from Phil regarding new
APS debt issue ratings
2/23/2009|Phil Smyth, Fitch Jim McGill E-mail from Phil regarding new
APS debt issue ratings
2/23/2008| Tony Bettinelli, S&P Jim McGill E-mail from Tony regarding new
APS debt issue
2/26/2009| Tony Bettinelli, S&P Jim McGill E-mail to Tony responding to bad |Confidential
debt write-offs data request
3/3/2009] Tony Bettinelli, S&P Jim McGill E-mail from Tony requesting 2008
financials for SunCor
3/3/2009| Tony Bettinelli, S&P Rufad Omanovic E-mail from Tony requesting PPA
information
3/3/2009| Tony Bettinelli, S&P Jim McGill E-mail to Tony with SunCor
financial statements
3/3/2009| Tony Bettinelli, S&P Rufad Omanovic E-mail from Tony requesting
covenant information
3/5/2009| Tony Bettinelli, S&P Jim McGill E-mail to Tony responding to bad [Confidential
debt write-offs data request
3/10/2009| Tony Bettinelli, John Chris Froggatt and Jim |Attended S&P's 16th Annual
Whitlock, Richard Cortright,|McGill Utilities Conference 2009
S&P
3/12/2009| Tony Bettinelli, S&P Jim McGill E-mail from Tony with question re:
statement of cashflows
3/12/2009| Tony Bettinelli, S&P Jim McGill E-mail to Tony responding to
question re: statement of
cashflows
3/12/2009| Tony Bettinelli, S&P Jim McGill E-mail from Tony regarding
- statement of cashflows
3/16/2009| Tony Bettinelli, S&P Jim McGill E-mail to Tony responding to PPA |Confidential
data request
3/16/2009| Tony Bettinelli, S&P Jim McGill E-mail to Tony with liquidity survey|Confidential
response
3/16/2009]| Tony Bettinelli, S&P Jim McGill E-mail to Tony responding to

covenant data request
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Message ' Page 1 of 2

McGill, James T(Z71171)

From: McGill, James T(Z271171)

Sent:  Sunday, February 22, 2009 1:31 PM
To: Schumacher, Laura '
Subject: RE: Liquidity Info

Laura,

It is possible that we will be going to market first thing Monday (2/23) morning. Could you please fax (or send a pdf) your rating letter
asap so | can forward it to underwriters counsel. Also, we are considering doing a 10 year note with a put option in year 4. Would
that result in a different rating? | will forward potential language. We haven't put it in a pro supp yet.

Jim

From: Schumacher, Laura [mailto:Laura.Schumacher@moodys.com]
Sent: Wed 2/18/2009 2:29 PM

To: McGill, James T(Z71171)

Subject: RE: Liquidity Info

Jim,

We notice the Pinnacle information is consolidated. Can you please also give us the balances for the holding company only? Can
you also tell us of the outstanding balances, how much is cash draws vs LCs vs CP cover (if any).

Thanks,
Laura

-----Original Message-—--

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Monday, February 16, 2009 11:20 AM

To: Schumacher, Laura

Subject: Liquidity Info

Laura,
Here is a summary of our cash position and revolvers as of 12/31/08.

Mitchell's request for consolidating financial statements referenced 2007 statements. Did he mean 20087 The 2008
statements have not been completed yet.

Jim

<<200812-31 Liquidity.xis>>

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary
information. If you have received it in error, please notify the sender immediately and delete the original and any
copy or printout. Unintended recipients are prohibited from making any other use of this e-mail. Although we have
taken reasonable precautions to ensure no viruses are present in this e-mail, we accept no liability for any loss or
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Message Page 2 of 2

damage arising from the use of this e-mail or attachments, or for any delay or errors or omissions in the contents
which result from e-mail transmission.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via

this e-mail message.

Page 4 of 174

3/23/2009



Page 1 of 1

McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent:  Sunday, February 22, 2009 1:36 PM
To: philip.smyth@fitchratings.com
Subject: Rating Letter

Phit,

it's possible that we may go to market with our bond deal Monday (2/23). Would you please fax me or send me a pdf of your rating
letter asap. Also, we may issue a 10 year note with a put option in year 4. Would that change your view on the rating?

Jim

3/23/2009 ' Page 5 of 174




[ndenture ‘ _ Page 1 of 2

McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent:  Sunday, February 22, 2009 1:37 PM
To: Bettinelli, Antonio

Subject: RE: Indenture

Tony,

It is possible that we will be going to the market with our bond deal Monday (2/23) morning. Would you please fax me or send me a
pdf of your rating letter so | can send it to our underwriters. Also, we are considering issuing a 10 year note with a put option in year
4. Would that change your view on the rating?

Jim

From: Bettinelli, Antonio [mailto:Antonio_Bettinelli@standardandpoors.com]
Sent: Fri 2/6/2009 9:59 AM

To: McGill, James T(Z71171)

Subject: RE: Indenture

'l be at my desk. Just call when available.

From: James.MCgili@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Thursday, February 05, 2009 5:27 PM

To: Bettinelli, Antonio

Subject: Re: Indenture

Open 7 t0 9 and 10 to 12 (Phx time)

From: Bettinelli, Antonio

To: McGill, James T(Z71171)
Sent: Thu Feb 05 17:11:54 2009
Subject: RE: Indenture

Let's chat tomorrow. What works for you?

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Wednesday, February 04, 2009 3:05 PM

To: Bettinelli, Antonio

Subject: Indenture

Tony,
Attached is the indenture for the potential upcoming debt issue. Let me know if you have any questions.

Jim
<<US_NE_500297215_3.00C>>

Email Firewall made the following annotations
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Indenture Page 2 of 2

-~ NOTICE --- v
This message is for the designated recipient only and may contain confidential, privileged or proprietary information. If
you have received it in error, please notify the sender immediately and delete the original and any copy or printout.
Unintended recipients are prohibited from making any other use of this e-mail. Although we have taken reasonable
precautions to ensure no viruses are present in this e-mail, we accept no liability for any loss or damage arising from the
use of this e-mail or attachments, or for any delay or errors or omissions in the contents which result from e-mail
transmission.

The information contained in this message is intended only for the recipient, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an employee or agent
responsible for delivering this message to the intended recipient, please be aware that any dissemination or copying of this communication is strictly
prohibited. If you have received this cormunication In error, please immediately notify us by replying to the message and deleting it from your computer.
The McGraw-Hill Companies; In¢, reserves the right, subject to applicable local law, to monitor and review the content of any €lectronic message or
information sent to or from McGraw-Hill empioyee e-mail addresses without informing the sender or recipient of the message.
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McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent:  Monday, February 23, 2009 6:37 AM
To: 'Philip.Smyth@fitchratings.com’
Subject: FW: Rating Letter

Phil,
We won't be issuing the notes with the put option - we'll issue a 10 year bullet.
Jim

From: McGill, James T(Z71171)

Sent: Sunday, February 22, 2009 1:36 PM
To: philip.smyth@fitchratings.com
Subject: Rating Letter

Phil,
It's possible that we may go to market with our bond deal Monday (2/23). Would you please fax me or send me a pdf of your rating
letter asap. Also, we may issue a 10 year note with a put option in year 4. Would that change your view on the rating?

Jim
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[ndenture Page 1 of 2

McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent:  Monday, February 23, 2009 6:37 AM
To: ‘Bettinelli, Antonio’

Subject: FW: Indenture

Tony,
We're not issuing notes with the put option - just a 10 year bullet.

From: McGill, James T(Z71171)
Sent: Sunday, February 22, 2009 1:37 PM
To: Bettinelli, Antonio

Subject: RE: Indenture

Tony,

It is possible that we will be going to the market with our bond deal Monday (2/23) morning. Would you please fax me or send me a
pdf of your rating letter so | can send it to our underwriters. Also, we are considering issuing a 10 year note with a put option in year
4, Would that change your view on the rating?

Jim

From: Bettinelli, Antonio [mailto:Antonio._Bettinelli@standardandpoors.com]
Sent: Fri 2/6/2009 9:59 AM

To: McGill, James T(Z71171)

Subject: RE: Indenture

'l be at my desk, Just call when available.

From: James.MCgill@pinnaclewest.com [mailto:James.MCgili@pinnaclewest.com]
Sent: Thursday, February 05, 2009 5:27 PM

To: Bettinelli, Antonio

Subject: Re: Indenture

Open 7 to 9 and 10 to 12 (Phx time)

From: Bettinelli, Antonio

To: McGill, James T(Z71171)
Sent: Thu Feb 05 17:11:54 2009
Subject: RE: Indenture

Let's chat tomorrow. What works for you?

From: James.MCgili@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Wednesday, February 04, 2009 3:05 PM

To: Bettinelli, Antonio :

Subject: Indenture

3/23/2009 : Page 9 of 174




Indenture Page2 of 2

Tony,

Attached is the indenture for the potential upcoming debt issue. Let me know if you have any questions.
Jim

<<US_NE_500297215_3.DOC>>

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary information. If
you have received it in error, please notify the sender immediately and delete the ori ginal and any copy or printout.
Unintended recipients are prohibited from making any other use of this e-mail. Although we have taken reasonable
precautions to ensure no viruses are present in this e-mail, we accept no liability for any loss or damage arising from the
use of this e-mail or attachments, or for any delay or errors or omissions in the contents which result from e-mail

transmission.

The information contained in this message is intended only for the reciplent, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an empioyee or agent
responsible for delivering this message to the intended reciplent, please be aware that any dissemination or copying of this communication Is strictly
prohibited. If you have received this communication in error, please immediately notify us by replying to the message and deleting it from your computer,
The McGraw-Hill Companies, Inc. reserves the right, subject to applicable local law, to monitor and review the content of any electronic message or
information sent to or from McGraw-Hill employee e-mall addresses without informing the sender or recipient of the message.
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Message Page 1 of 2

McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent:  Monday, February 23, 2009 6:38 AM
To: ‘Schumacher, Laura’

Subject: FW: Liquidity Info

Laura,
We won't be issuing the notes with a put option - just a ten year builet.

Jim

From: McGill, James T(Z271171)

Sent: Sunday, February 22, 2009 1:31 PM
To: Schumacher, Laura

Subject: RE: Liquidity Info

Laura,

it is possible that we will be going to market first thing Monday (2/23) morning. Could you please fax (or send a pdf) your rating letter
asap so I can forward it to underwriters counsel. Also, we are considering doing a 10 year note with a put option in year 4, Would
that resultin a different rating? | will forward potential language. We haven't put it in a pro supp yet.

Jim

From: Schumacher, Laura [mailto:Laura.Schumacher@moodys.com]
Sent: Wed 2/18/2009 2:29 PM

To: McGill, James T(Z71171)

Subject: RE: Liquidity Info

Jim,

We riotice the Pinnacle information is consolidated. Can you please also give us the balances for the holding company only? Can
you also tell us of the outstanding balances, how much is cash draws vs LCs vs CP cover (if any).

Thanks,
Laura

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Monday, February 16, 2009 11:20 AM

To: Schumacher, Laura

Subject: Liquidity Info

|
-—-0riginal Message---—-

Laura,
Here is a summary of our cash position and revolvers as of 12/31/08.

Mitchell's request for consolidating financial statements referenced 2007 statements. Did he mean 2008? The 2008
statements have not been completed yet.

Jim
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Message Page 2 of 2

<<200812-31 Liquidity.xis>>

Email Firewall made the following annotations

|

|

| --- NOTICE ---

| This message is for the designated recipient only and may contain confidential, privileged or proprietary

i information. If you have received it in error, please notify the sender immediately and delete the original and any

| copy or printout. Unintended recipients are prohibited from making any other use of this e-mail. Although we have
taken reasonable precautions to ensure no viruses are present in this e-mail, we accept no liability for any loss or
damage arising from the use of this e-mail or attachments, or for any delay or errors or omissions in the contents
which result from e-mail transmission.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
this e-mail message.
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Message Page 1 of 2

McGill, James T(271171)

From: Schumacher, Laura [Laura.Schumacher@moodys.com]
Sent: Monday, February 23, 2009 6:40 AM

To:

McGill, James T(Z71171)

Subject: RE: Liquidity Info

Thanks..only one tranch? And still anouncing today?

3/23/2009

---=-Original Message-----

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Monday, February 23, 2009 8:38 AM

To: Schumacher, Laura

Subject: FW: Liquidity Info

Laura,
We won't be isstiing the notes with a put option - just a ten year bullet.

Jim

From: McGill, James T(Z71171)

Sent: Sunday, February 22, 2009 1:31 PM
Yo: Schumacher, Laura

Subject: RE: Liquidity Info

Laura,
It is possible that we will be going to market first thing Monday (2/23) morning. Could you piease fax (or send a pdf) your
rating letter asap so | can forward it to underwriters counsel. Also, we are considering doing a 10 year note with a put option

in'year 4. Would that result in a different rating? | will forward potential language. We haven't put it in a pro supp yet.

Jim

From: Schumacher, Laura [mailto:Laura.Schumacher@moodys.com]
Sent: Wed 2/18/2009 2:29 PM

To: McGlll, James T(Z71171)

Subject: RE: Liquidity Info

Jim,

We notice the Pinnacle information is consolidated. Can you please also give us the balances for the holding company only?
Can you also tell us of the outstanding balances, how much is cash draws vs LCs vs CP cover (if any).

Thanks,
Laura

---=-0riginal Message-----

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Monday, February 16, 2009 11:20 AM

To: Schumacher, Laura

Subject: Liquidity Info
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Message Page 2 of 2

|
1 Laura,
Here is a summary of our cash position and revolvers as of 12/31/08.

Mitchell's request for consolidating financial statements referenced 2007 statements. Did he mean 20087 The 2008
statements have not been completed yet.

Jim

<<200812-31 Ligquidity.xIs>>

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary
information. If you have received it in error, please notify the sender immediately and delete the original and
any copy or printout. Unintended recipients are prohibited from making any other use of this e-mail.
Although we have taken reasonable precautions to ensure no viruses are present in this e-mail, we accept no
liability for any loss or damage arising from the use of this e-mail or attachments, or for any delay or errors or
omissions in the contents which result from e-mail transmission.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not
be disclosed without our express permission. If you are not the intended recipient or an employee or agent
responsible for delivering this message to the intended recipient, you are hereby notified that you have
received this message in error and that any review, dissemination, distribution or copying of this message, or
any attachment thereto, in whole or in part, is strictly prohibited. If you have received this message in error,
please immediately notify us by telephone, fax or e-mail and delete the message and all of its attachments.
Thank you. Every effort is made to keep our network free from viruses. You should, however, review this e-
mail message, as well as any attachment thereto, for viruses. We take no responsibility and have no liability
for any computer virus which may be transferred via this e-mail message.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
this e-mail message.
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Message Page 1 of 3
|

McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent:  Monday, February 23, 2009 6:50 AM
| To: ‘Schumacher, Laura’

Subject: RE: Liquidity info

One tranch. We have a call with underwriters at 9 your time to decide if we'll go today. | just got off the phone with one of them and
they are going to recommend that we do.

From: Schumacher, Laura [mallto:Laura.Schumacher@moodys.com]
Sent: Monday, February 23, 2009 6:40 AM

To: McGill; James T(Z71171)

Subject: RE: Liquidity Info

Thanks..only one tranch? And still anouncing today?

---~-Original Message----- ;

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Monday, February 23, 2009 8:38 AM

To: Schumacher, Laura

Subject: FW: Liquidity Info

Laura,
We won't be issuing the notes with a put option - just a ten year bullet.

Jim

From: McGill, James T(Z71171)

Sent: Sunday, February 22, 2009 1:31 PM
To: Schumacher, Laura

Subject: RE: Liquidity Info

Laura,

Itis possible that we will be going to market first thing Monday (2/23) morning. Could you please fax (or send a pdf) your
rating letter asap so | can forward it to underwriters counsel. Also, we are considering doing a 10 year note with a put option
in year 4. Would that result in a different rating? | will forward potential language. We haven't put it in a pro supp yet.

Jim

rom: Schumacher, Laura [mailto:Laura.Schumacher@moodys.com]
Sent: Wed 2/18/2009 2:29 PM
To: McGill, James T(Z71171)
Subject: RE: Liquidity Info

Jim,

We notice the Pinnacle information is consolidated. Can you please also give us the balances for the holding company only?
Can you also tell us of the outstanding balances, how much is cash draws vs LCs vs CP cover (if any).

Thanks,
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Message Page 2 of 3

Laura
---<-0Original Message—--~
From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Monday, February 16, 2009 11:20 AM
To: Schumacher, Laura
Subject: Liquidity Info

Laura,
Here is a summary of our cash position and revolvers as of 12/31/08.

Mitchell's request for consolidating financial statements referenced 2007 statements. Did he mean 20087 The 2008
statements have not been completed yet.

Jim

<<200812-31 Liquidity.xis>>

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary
information. If you have received it in error, please notify the sender immediately and delete the original and
any copy or printout. Unintended recipients are prohibited from making any other use of this e-mail.
Although we have taken reasonable precautions to ensure no viruses are present in this e-mail, we accept no
liability for any loss or damage arising from the use of this e-mail or attachments, or for any delay or errors or
omissions in the contents which result from e-mail transmission.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not
be disclosed without our express permission. If you are not the intended recipient or an employee or agent
responsible for delivering this message to the intended recipient, you are hereby notified that you have
received this message in error and that any review, dissemination, distribution or copying of this message, or
any attachment thereto, in whole or in part, is strictly prohibited. If you have received this message in error,
please immediately notify us by telephone, fax or e-mail and delete the message and all of its attachments.
Thank you. Every effort is made to keep our network free from viruses. You should, however, review this e-
mail message, as well as any attachment thereto, for viruses. We take no responsibility and have no liability
for any computer viraus which may be transferred via this e-mail message.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
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McGill, James T(Z71171)

From: Philip.Smyth@fitchratings.com
Sent: Monday, February 23, 2009 6:50 AM
To: McGill, James T(Z71171)

Subject: Re: FW: Rating Letter

Jim,

Please send me a copy of the offerning memorandum or prospectus and I will get you a
rating letter ASAP.

Phil
James.MCgill@pinn
aclewest.com
, To
02/23/2009 08:37 Philip.Smyth@fitchratings.com
AM cc
Subject
FW: Rating Letter
Phil,
We won't be issuing the notes with the put option - we'll issue a 10 year bullet.
Jim

From: McGill, James T(Z71171)

Sent: Sunday, February 22, 2009 1:36 PM
To: philip.smythefitchratings.com
Subject: Rating Letter

Phil, , :

It's possible that we may go to market with our bond deal Monday (2/23).

Would you please fax me or send me a pdf of your rating letter asap. Also, we may issue a
10 year note with a put option in year 4. Would that change your view on the rating?

Jim

Email Firewall made the following annotations

NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged
or proprietary information. If you have received it in error, please notify the sender
immediately and delete the original and any copy or printout. Unintended recipients are
prohibited from making any other use of this e-mail. Although we have taken reasonable
precautions to ensure no viruses are present in this e-mail, we accept no liability for
any loss or damage arising from the use of this e-mail or attachments, or for any delay or
errors or omissions in the contents which result from e-mail transmission.
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This email has been scanned by the MessagelLabs Email Security System.
For more information please visit http://www.messagelabs.com/email

Confidentiality Notice: The information in this e-mail and any attachment(s) is
confidential and for the use of the addressee(s) only. If you have received this e-mail
in error, please delete this e-mail. Unauthorized use, reliance, disclosure or copying of
the contents of this e-mail, or any similar action, is prohibited.

This email has been scanned by the MessageLabs Email Security System.
For more information please visit http://www.messagelabs.com/email
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McGill, James T(Z71171)

From:
Sent:
To:
Subject:

Attachments:

¢
A
hd Ens

2146740_46302T01
_cp.PDF (188 K...

McGill, James T(Z71171)

Monday, February 23, 2009 6:53 AM
'Philip.Smyth@fitchratings.com’

Pro supp

2146740_46302T01_cp.PDF
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McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent: Monday, February 23, 2009 6:54 AM
To: 'Bettinelli, Antonio'

Subject: Pro Supp

Attachments: 2146740_46302T01_cp.PDF

Tony,

Here's the prospectus supplement. Looks like we'll be announcing this am.

Jim

i
£,

it

2146740_46302T01
_cp.PDF (188 K...
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SUBJECT TO COMPLETION, DATED FEBRUARY 23, 2009

PRELIMINARY PROSPECTUS SUPPLEMENT (To Prospectus Dated June 28, 2006)

s offer

Teitin

Arizona Public Service Company

'

= $ % Notes due 20

75: This is an offering by Arizona Public Service Company of $ of its % Notes
. due 20 , referred to in this prospectus supplement as the “notes.” Interest on the notes is payable on
= and of each year, beginning on , 2009. The notes will
= mature on ,20 . We may redecm some or all of notes at any time at the applicable
’ make-whole redemption price described under the caption “Description of the Notes—Optional

Redemption” in this prospectus supplement, plus accrued and unpaid interest to the redemption date. The
notes do not have sinking fund provisions. The notes will be issued only in denominations of $1,000 and
integral multiples of $1.000. We do not intend to fist the notes on any securitics exchange or quotation
system.

The notes will be our unsecured senior obligations and will rank equally with all of our other
unsecured senior indebteduess from time to time outstanding.

Investing in the notes involves risk. See “Risk Factors” on page S-4 of this prospectus
supplement.

Per Note  Total Notes

Initial public offering price™ . ... ... . o % $
Underwriting discount .. . ..ottt e e % $
Proceeds, before expenses, to Arizona Public Service Company ... ......... % $
(1) Plus accrued interest, if any, from , 2009 to the date of delivery, if settlement

weins sapplement and e coom

accurs after that date.

Neither the Securities and Exchange Commission nor any state securities commission
has approved or disapproved of these securities or determined if this prospectus
supplement or the accompanying prospectus is truthful er complete. Any representation
to the contrary is a criminal offense.

te: baiy these seourities n any |

"The underwriters expect 1o deliver the notes 1o purchasers in book-entry form only through the '
facilities of The Depository Trust Company against payment in New York, New York on or about
, 2009.

rasprelns suppl

Joint Bookrunning Managers

BARCLAYS CAPITAL BNY MELLON CAPITAL MARKETS, LLC CREDIT SUISSE

Y e informativn in thiv preling

The -date of this prospectus supplement is . 2008.

T

Pinnacle West Capital Corp Pros. Suppl.  Proj: P5963CHI02 Job: 09ZAQ46302 (09-5963-2)
Page Dim: 8.250" X 10.750" Copy Dim: 38. X 54.3 File: AA46302A.;12

Page 22 of 174




MERRILL CORPORATION ANEETZ//20-FEB-09 18:20 DISK123:{09ZAQ2.09ZAQ46302]AC46302A ;6
mrli_1008.fmt Frec: ISDM/OD Foot: 0D/ 0D VIJRScq: | Cir: 0
DISK024:[PAGER PSTYLESJUNIVERSAL.BST;75 1 CCs: 44544

1

TABLE OF CONTENTS

Page
Prospectus Supplement .
SUIMMATY . . o o i it ettt et asan s §-1
RISK FaCtOrS . o o o oo e e et e e e e e e e e S-4
Forward-Looking Statements . . .. ...ttt e e e S-4
Where You Can Find More Information . ........ ... ... . . i .. 86
Use 0f Proceeds o . oot e it e ettt ettt i i e e $-6
Ratios of Earnings to Fixed Charges . . ... ... .. i, S-7
Description of the NOES . . . oo v it i ettt ci et S-7
RAtMES . v ov vttt e i e e e S-11
UNGErwriting .. .. oottt et i ittt e e e S-12
S T3¢ - I PRI S-13
Legal Opinions. . .. .. ittt ittt i ia e cr e b e e o an e S-13
Prospectus

3T 27T 1o )3 3
About This PrOSPECIUS . ... vttt vttt ittt vt ie et e et 3
Forward-Looking Statements . . . ..ottt 3
Where You Can Find More Information . ... 5
The COMPANIES . .. o vttt et et e e i e e 6
USC OF ProCCCAS .« o oo oot et e e et ettt e e e e 6
General Description Of The Securities ... ... ... ity 6
Description Of Pinnacle West Debt Securities . .......... .. oo, 7
Description Of Pinnacle West Preferred Stock .. ...... ... o it 16
Description Of Pinnacle West Common Stock .. ........ v, 19
Description Of APS Debt Securities .......... s e 25
233 41 T R 34
Legal Opilions. . ..o vt i n ettt ittt it 34

You should rely only on the information contained in or incorporated by reference in this prospectus
supplement and the accompanying prospectus or to documents to which we have referred you. We have not
authorized anyone to provide you with different information. We are not, and the underwriters are not,
making an offer of the notes in any jurisdiction where the offer is not permitted. This documeat may only be
used where it is legal to sell the notes. You should not assume that the information contained in this
prospectus supplement or the accompanying prospectus is accurate as of any date other than the date on
the front of this prospectus supplement.

This document is in two parts. The first part is this prospectus supplement, which describes the terms
of the offering of the notes and also adds to and updates information contained in the accompanying
prospectus and the documents incorporated by reference into the accompanying prospectus. The second
part is the accompanying prospectus, which gives more general information, some of which will not apply te
the notes. If the description of the offering varies between this prospectus supplement and the
accompanying prospectus, you should rely on the information in this prospectus supplement.

The accompanying prospectus also contains information about Pinnacle West Capital Corporation
and its securities, which does not apply to the notes. We are a wholly-owned subsidiary of Pinnacle West
Capital Corporation. The notes are solely our obligations and not obligations of Pinnacle West Capital
Corporation. Pinnacle West Capital Corporation is not guaranteeing or providing any credit support for the
notes.

This prospectus supplement and the accompanying prospectus are part of a registration statement
that we filed with the Securities and Exchange Commission (“SEC”) using a “shelf” registration process.
Under the registration statement, we may sell securities, including the notes, of which this offering is a part.

T
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SUMMARY

This summary may not contain all of the information that may be important to you. You should read this
prospectus supplement and the accompanying prospectus and the documents incorporated by reference into this
prospectus supplement and the accompanying prospectus in their entirety before making an investment decision.
The following material is qualified in its entirety by reference to the detailed information and financial
statements included or incorporated by reference in this prospectus supplement.

The Company

We were incorporated in 1920 under the laws of the State of Arizona and are a wholly-owned
subsidiary of Pinnacle West Capital Corporation (“Pinnacle West”). We are a vertically-integrated electric
utility that provides either retail or wholesale electric service to most of the State of Arizona, with the
major exceptions of about one-half of the Phoenix metropolitan area, the Tucson metropolitan area and
Mohave County in northwestern Arizona. We currently have approximately 1.1 million customers. Our
principal executive offices are located at 400 North Fifth Street, PO. Box 53999, Phoenix, Arizona
85072-3999, and our telephone number is 602-250-1000.

The Offering

Issuer. . ........ ... ..., Arizona Public Service Company.

Securities Offered . . .. ....... $ of % Notes due 20

Maturity . . ...t , 20

Interest Rate .............. % per annum.

Interest Payment Dates . ... ... and of each year, beginning R

2009 (and including the date of maturity).

Record Date for Interest

Payments ................. The record date for interest payments on the notes will be
) for the interest payment date and
for the interest payment date.
Use of Proceeds . .. ......... To repay outstanding short-term debt. See *“Use of Proceeds” in this

prospectus supplement. The underwriters and/or their respective
affiliates are lenders under the committed revolving credit facilities
that are expected to be ultimately repaid from the net proceeds
from this offering.

Ratings ...........c00nunn BBB- by Standard & Poor’s Ratings Group, a division of The
McGraw-Hill Companies, Inc. (“S&P”), Baa2 by Moody’s Investors
Service, Inc. (“Moody’s”) and BBB by Fitch, Inc. (“Fitch”). Note
that a securities rating is not a recommendation to buy, sell or hold
securities and may be subject to revision or withdrawal at any time.

S-1
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Optional Redemption . ....... All or a portion of the notes may be redeemed at our option at any
time or from time to time on at lcast 30 days but not more than
60 days notice. The redemption price for the notes to be redeemed
on any redemption date will be equal to the greater of 100% of the
principal amount of the notes being redeemed on the redemption
date or the applicable make-whole price described under
“Description of the Notes—Optional Redemption” in this
prospectus supplement, plus, in each case, accrued and unpaid
interest thereon to the redemption date.

Ranking.................. The notes will be our unsecured senior obligations, will rank equally
| in right of payment with all of our other unsecured senior
indebtedness from time to time outstanding and will be effectively
subordinated to any secured debt we may issue in the future to the
extent of the value of the collateral. As of December 31, 2008, we
had approximately $3.4 billion aggregate principal amount of
unsecured senior indebtedness outstanding that would have ranked
equally with the notes.

Covenants ................ The notes will be subject to the limitation on liens covenant
described under “Description of the Notes—Limitation on Liens” in
this prospectus supplement. However, this covenant is subject to a
number of important exceptions and qualifications, including an
exception permitting secured debt in an amount that does not
exceed 10% of Tangible Assets (as defined in that description),
which, at December 31, 2008, was approximately $1.0 billion. As of
December 31, 2008, we had approximately $1.3 million of
outstanding secured debt.

Formof Notes ............. The notes will be represented by one or more global securities held
in the name of The Depository Trust Company (“DTC”) in a
minimum denomination of $1,000 and any integral multiple thereof.

Trustee................... The Bank of New York Mellon Trust Company, N.A. See
“Description of the Notes—Regarding the Trustee” in this
prospectus supplement.

Risk Factors . . ............. See “Risk Factors” in this prospectus supplement for a discussion of
factors you should carefully consider before you decide to invest in
the notes.

((J
[\S]
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MERRILL CORPORATION FSTREET//20-FEB-09 18:12 DISK123:[09ZAQ2.09ZAQ46302)AE46302A.;5
! Selected Financial Data (thousands of dollars):
|

The following selected financial data have been derived from our audited financial statements, which
| have been audited by Deloitte & Touche LLP, an independent registered public accounting firm. The
‘ financial data set forth below should be read in conjunction with our financial statements, related notes
; and other financial information incorporated by reference in this prospectus supplement. See “Where You
Can Find Morc Information™ in this prospcctus supplement.

Year Ended December 31,

2008 2007 2006
Electric Operating Revenues . ............ccc0iiennouon. $3,133,496 $2,936,277 $2,658,513
Net [NCOME .+ v v ittt ittt et eeeaeae e $ 262,344 $ 283,940 $ 269,730

As of As Adjusted(1)
December 31, 2008 Amount Percentage

Long-term Debt (including current maturities)(2) .......... $2,851,116 $ %
Short-term Debt .. ... .. .. .. . 521,684
Common Stock Equity . . . ... ... o 3,339,150

Total Capitalization .......... ... .. iiniunn.n. $6,711,950 $ 100.0%

(1) Adjusted for the issuance of the notes and the application of the net proceeds therefrom. See *“Use of
Proceeds” in this prospectus supplement.

(2) Includes unamortized debt discount of approximately $7.9 million.

S-3
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RISK FACTORS

See the discussion of risk factors contained in Part [, 1tem 1A, of our Annual Report on Form 10-K for
the fiscal year ended December 31, 2008 (the “2008 Form 10-K”), which is incorporated by reference in
this prospectus supplement and the accompanying prospectus, 10 read about certain risks, in addition to
the risk described below, relating to our business and an investment in the notes.

An investment in the notes involves a significant degree of risk. Before investing in the notes, you
should carefully consider the discussion of those risks and the other information included or incorporated
by reference in this prospectus supplement and the accompanying prospectus, including the information
under the heading “Forward-Looking Statements” in this prospectus supplement. Although we try to
discuss material risks in. the risk factor description, please be aware that other risks may prove to be
important in the future. New risks may emerge at any time and wc cannot predict these risks or estimate
the cxtent to which they may affect our busingss, financial condition, cash flows or operating results.

If the ratings of the notes are lowered or withdrawn, the market value of the notes could decrease.

A rating is not a recommendation to purchase, hold or sell the notes, inasmuch as the rating does not
comment as to market price or suitability for a particular investor. The ratings of the notes address the
likelihood of the timely payment of interest and the ultimate repayment of principal of the notes pursuant
to their respective terms. There is no assurance that a rating will remain for any given period of time or
that a rating will not be lowered or withdrawn entirely by a rating agency if in its judgment circumstances in
the future so warrant. In the event that any of the ratings initially assigned to the notes is subsequently
lowered or withdrawn for any reason, you may not be able to resell your notes without a substantial
discount.

FORWARD-LOOKING STATEMENTS

The forward-looking statements disclaimer set forth below supersedes any similarly entitled forward-
looking statements disclaimer contained in the accompanying prospectus.

This prospectus supplement, the accompanying prospectus and the information incorporated by
reference in this prospectus supplement may contain forward-looking statements based on current
expectations, and we do not assume any obligation to update these statements or make any further
statements on any of these issues, except as required by applicable law. These forward-looking statements
are often identified by words such as “estimate,” “predict,” “hope,” “may,” “believe,” “anticipate,”
“plan,” “cxpect,” “require,” “intend,” “assume” and similar words. Because actual results may differ
materially from expectations, we caution readers not to place undue reliance on these statements. A
number of factors could cause future results to differ materially from historical results, or from results or
outcomes currently expected or sought by us. In addition to the Risk Factors described in Part [, ltem 14,
of the 2008 Form 10-K, these factors include, but are not limited to:

« state and federal regulatory and legislative decisions and actions, including the outcome or timing of
the pending rate case;

| « increascs in our capital expenditures and operating costs and our ability to achieve timely and
i adequate rate recovery of these increased costs;

| « our ability to reduce capital expenditures and other costs while maintaining refiability and customer
service levels, and unexpected developments that would limit us from achieving all or some of our
planned capital expenditure reductions;

volatile fucl and purchased power costs, including fluctuations in market prices for natural gas. coal,
uranium and other fuels used in our generating facilities, availability of supplies of such
commodities, and our ability to recover the costs of such commodities;

S-4
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the outcome and resulting costs of regulatory, legislative and judicial proceedings, both current and
future, including those related to environmental matters and climate change;

the availability of sufficient water supplies to operate our generation facilities, including as the
result of drought conditions;

the potential for additional restructuring of the electric industry, including decisions impacting
wholesale competition and the introduction of retail electric competition in Arizona;

regional, national and international economic and market conditions, including the strength of the
housing, credit and financial markets;

the potential adverse impact of current economic conditions on our results of operations;

the cost of debt and equity capital and access to capital markets;

restrictions on dividends or other burdensome provisions in new or existing credit agreements;

our ability to meet debt service obligations;

current credit ratings remaining in effect for any given period of time;

the performance of the stock market and the changing interest rate environment, which affect the
value of our nuclear decommissioning trusts, pension and other postretirement benefit plan assets,
the amount of required contributions to the pension plan and contributions to our nuclear
decommissioning trust funds, as well as the reported costs of providing pension and other
postretirement benefits and our ability to recover such costs;

volatile market liquidity, any deteriorating counterparty credit and the use of derivative contracts in
our business (including the interpretation of the subjective and complex accounting rules related to
these contracts);

.

changes in accounting principles generally accepted in the United States of America, the
interpretation of those principles, and the impact of the adoption of new accounting standards;

customer growth and energy usage;

weather variations affecting local and régional customer energy usage;

power plant performance and outages;

transmission outages and constraints;

the completion of generation and transmission construction in the region, which could affect
customer growth and the cost of power supplies;

risks inherent in the operation of nuclear facilities, such as environmental, regulatory, health and
financial risks, risk of terrorist attack, planned and unplanned outages, and unfunded
decommissioning costs;

the ability of our power plant participants to meet contractual or other obligations;

technological developments in the electric industry;

the results of litigation and other proceedings resulting from the California and Pacific Northwest
| encrgy situations; and

other uncertainties, all of which are difficult to predict and many of which are beyond our control.

We claim the protection of the safe harbor for forward-looking statements contained in the Private
Securities Litigation Reform Act of 1995 for our forward-looking statements contained in this prospectus
supplement and the accompanying prospectus.

((3
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WHERE YOU CAN FIND MORE INFORMATION
Available Information

We file annual, quarterly and current reports and other information with the SEC under File
No. 1-4473. Our SEC filings are available to the public over the Internet at the SEC’s website:
htip:/iwww.sec.gov. You may also read and copy any materials we file with the SEC at the SEC’s public
reference room, at 100 F Street, N.E., Washington D.C. 20549. You may obtain information on the
operation of the public reference room by calling the SEC at 1-800-SEC-0330. Our filings with the SEC are
also available on Pinnacle West’s website at hup:/fwwiwpinnaclewest.com. The other information on
Pinnacle West’s website is not part of this prospectus supplement or the accompanying prospectus.

Incorporation by Reference

The SEC allows us to incorporate by reference the information we file with them, which means that
we can disclose important information to you by referring you to those documents. The information
incorporated by reference is considered to be part of this prospectus supplement and the accompanying
prospectus, cxcept for information superseded by information in this prospectus supplement and the
accompanying prospectus, and later information that we file with the SEC will automatically update and
supersede this information. We incorporate by reference the documents listed below and any future filings
we make with the SEC under Section 13(a), 13(c), 14 or 15(d) of the Securitics Exchange Act of 1934,
excluding, in each case, information deemed furnished and not filed, until all of the notes offered by this
prospectus supplement are sold.

¢ Annual Report on Form 10-K for the fiscal year ended December 31, 2008; and
*» Current Report on Form 8-K filed on January 26, 2009.
These documents contain important information about us and our finances.

We will provide to each person, including any beneficial owner, to whom 4 prospectus supplement and
the accompanying prospectus is delivered, a copy of any or all of the information that has been
incorporated by reference in this prospectus supplement and the accompanying prospectus but not
delivered with this prospectus supplement and the accompanying prospectus. You may request a copy of
these filings, at no cost, by writing, telephoning or contacting us through our website at the following
address:

Arizona Public Service Company
Office of the Secretary

Station 9046

P.O. Box 53999

Phoenix, Arizona 85072-3999

(602) 250-3252

Or online at www.pinnaclewest.com

USE OF PROCEEDS

We will use the net proceeds from the sale of the notes to repay amounts of short-term borrowings
under our two committed revolving credit facilities (with an aggregate principal amount outstanding of
$631.7 million and estimated weighted average interest rate of 0.8821% as of February 20, 2009) incurred
to fund capital expenditures and for general corporate purposes. The underwriters and/or their respective
affiliates are lenders under these committed revolving credit facilities. Until we use the proceeds for these
purposes, we will temporarily invest the proceeds in U.S. government or agency obligations, commercial
paper, bank certificates of deposit, or repurchase agreements collateralized by U.S. government or agency
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obligations, institutional money market mutual funds, or other tax-exempt securities or deposit the
proceeds with banks. :

RATIOS OF EARNINGS TO FIXED CHARGES

The following table sets forth the historical ratio of our earnings to fixed charges for cach of the
indicated periods:

Year Ended December 31,
2008 2007 2006 2005 2004

273 315 313 2.50 2.76

For the purposes of computing our ratios of earnings to fixed charges, earnings are divided by fixed
charges. “Earnings” represent the aggregate of income (loss) from continuing operations before income
taxes and fixed charges. “Fixed charges” represent interest expense, the amortization of debt discount and
the interest portion of rentals.

DESCRIPTION OF THE NOTES

The notes will be issued as a separate series of debt securities under the indenture dated as of January 15,
1998, between us and The Bank of New York Mellon Trust Company, NA., successor to JPMorgan Chase
Bank, N.A. (formerly known as The Chase Manhattan Bank), as trustee. The following description of specific
terms of the notes supplements the description of the general terms and provisions of the debt securities in the
accompanying prospectus under “Description of APS Debt Securities.” Because this is a surumary, it does not
contain all the information that may be important to you.

General
The specific financial and legal terms of the notes are set forth below:
* Title: % Notes due 20

* Total principal amount being issued: §

* Due date for principal: , 20

* Interest rate: % per annum.

* Date interest starts accruing: , 2009.

* Interest payment dates: and of cach year (including the date of maturity).

In the cvent that any interest payment date is not a business day, then payment of interest will be
made on the succeeding business day. i

« First interest payment date: , 2009.
* Regular record dates for interest payment dates: for the interest payment
date and for the interest payment datc.

+ Computation of interest: On the basis of a 360-day year of twelve 30-day months.

+ Form of notes: The notes will be represented by one or more global securities in denominations of
$1,000 and any integral multiples thereof. We will deposit each global security with or on behalf of
DTC. See “Description of APS Debt Securities—Global Securities” in the accompanying
prospectus. We may allow exchange of each global security for registered notes and transfer of each
global security to a person other than DTC in additional circumstances that we agree to other than
those described under that heading.

|
|
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» Sinking fund: The notes will not be subjcct to any sinking fund.

The notes will constitute a separate series of our unsecured senior debt securities under the indenture
relating to the notes. The notes will rank equally in right of payment with all of our existing and future
senior unsecured debt and senior to all of our existing and future subordinated debt and will be effectively
subordinated to any secured debt we may issue in the future to the extent of the value of the collateral. As
of December 31, 2008, we had approximately $1.3 million of outstanding secured debt. The limitation on
liens covenant described under “—Limitation on Liens” below will limit our ability to create liens on our
operating property to secure indebtedness. However, this covenant is subject to a number of important
exceptions and qualifications, including an exception permitting secured debt in an amount that does not
exceed 10% of Tangible Assets (as defined therein), which, at December 31, 2008, was approximately
$1.0 billion. The prospectus that accompanies this prospectus supplement further describes our debt
securities under “Description of APS Debt Securities.”

As of December 31, 2008, we had approximately $3.4 billion of senior debt outstanding, of which
approximately $2.2 billion was outstanding under the indenture relating to the notes offered hereby.

Additional Notes

We may from time to time, without notice to, or the consent of, the then existing registered holders of
the notes, create and issue additional notes equal in rank and having the same maturity, payment terms,
redemption features, and other terms as the notes offered by this prospectus supplement, except for the
issue date of the additional notes, the public offering price of the additional notes, the payment of interest
accruing prior to the issue date of the additional notes and (under some circumstances) the first payment
of interest following the issue date of the additional notes. These additional notes may be consolidated and
form a single series with the notes offered by this prospectus supplement.

Optional Redemption

All or a portion of the notes may be redeemed at our option at any time or from time to time. The
redemption price for the notes to be redeemed on any redemption date will be equal to the greater of the
following amounts:

* 100% of the principal amount of the notes being redcemed on the redemption date; or

» the sum of the present values of the remaining scheduled payments of principal of and interest on
the notes being redeemed on that redemption date (not including any portion of any payments of
interest accrued to the redemption date) discounted to the redemption date on a semiannual basis
at the Adjusted Treasury Rate (as defined below), plus basis points, as determined by a
Reference Treasury Dealer (as defined below) appointed by us for such purpose;

plus, in each case, accrued and unpaid interest on the notes being redeemed to the redemption date.
Notwithstanding the foregoing, installments of interest on notes that are due and payable on interest
payment dates falling on or prior to a redemption date will be payable on the interest payment date to the
registered holders as of the close of business on the relevant record date according to the notes and the
related indenture. The redemption price will be calculated on the basis of a 360-day year consisting of
twelve 30-day months.

If less than all of the notes will be redeemed, the trustee will select the particular notes to be
redeemed by such method as the trustee shall deem fair and appropriate and which may provide for the
selection for redemption of a portion of the principal amount of any note. However, the unredecmed
portion of the principal amount of any note must be in an authorized denomination.

We will mail notice of any redemption at least 30 days but not more than 60 days before the
redemption date to each registered holder of the notes to be redeemed. However, we will not know the
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exact redemption price until threc business days before the redemption date. Therefore, the notice of
redemption will only describe how the redemption price will be calculated. Unless we default in payment
of the redemption price, on and after the redemption date, interest will cease to accrue on the notes or
portions thereof called for redemption.”

“Adjusted Treasury Rate” means, with respect to any redemption date, the rate per annum equal to the
semiannual cquivalent yield to maturity of the Comparable Treasury Issue (as defined below), assuming a
price for the Comparable Treasury Issue {(expressed as a percentage of its principal amount) equal to the
Comparable Treasury Price (as defined below) for such redemption date.

“Comparable Treasury Issue” means the U.S. Treasury security selected by a Reference Treasury
Dealer appointed by us for such purpose as having a maturity comparable to the remaining term of the
notes to be redcemed that would be utilized, at the time of scleetion and in accordance with customary
financial practice, in pricing new issues of corporate debt securities of comparable maturity to the
remaining term of such notes.

“Comparable Treasury Price” means, with respect to any redemption date, (A) if we obtain three or
more Reference Treasury Dealer Quotations (as defined below), the average of such Reference Treasury
Dealer Quotations for such redemption date, after excluding the highest and lowest of such Reference
Treasury Dealer Quotations, (B) if we obtain two such Reéference Treasury Dealer Quotations, the average
of such quotations, or (C) if only one. Reference Treasury Dealer Quotation is received, such quotation.

“Primary Treasury Dealer” méans a primary U.S. Government securities dealer in the United States.

“Reference Treasury Dealer” means (A) Barclays Capital Inc., BNY Mellon Capital Markets, LLC and
Credit Suisse Securities (USA) LLC (or their respective affiliates that are Primary Treasury Dealers), and
their respective successors; provided, however, that if any of the foregoing shall cease to be a Primary
‘Freasury Dealer. we will substitute therefor another Primary ‘Treasury Dealer; and (B) any other Primary
Treasury Dealer(s) selected by us,

“Reference Treasury Dealer Quotations” means, with respect to each Reference Treasury Dealer and
any redemption date, the average of the bid and asked prices for the Comparable Treasury Issuc
(expressed in cach case as a percentage of its principal amount) guoted in writing to the trustee by such
Reference Treasury Dealer at 5:00 p.m. (New York City time) on the third business day preceding such
redemption date,

Defeasance

The provisions described in the accompanying prospectus under the caption “Description of APS
Debt Securities—Defeasance and Covenant Defeasance™ are applicable to the notes.

Limitation on Liens

So long s any of the notes are outstanding, we will not issue, assume, guarantee or permit to exist any
Debt (as defined below) secured by any mortgage. security interest, pledge, or lien (a “Mortgage™) of or
upon any of our Operating Property (as defined below), whether owned at the date that the notes are
issued or subsequently acquired, without effectively sécuring the notes (together with, if we so determine,
any other indebtedness or obligations of us ranking senior to, or equally with, the notes) equally and
ratably with such Debt (but only so long as that Debt is so secured). This restriction will not apply to Debt
secured by any of the following:

(1) Mortgages on any property existing at the time of acquisition of such property (which Mortgages
may also extend to subsequent repairs, alterations and improvements to that property);
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(2) Mortgages on property of a corporation existing at the time such corporation is merged into or
consolidated with us or at the time of a sale. lease, or other disposition of the properties of such
corporation or a division thereof as an entirety or substantially as an entirety to us;

(3) Mortgages on property to secure all or part of the cost of acquiring, constructing, deveioping, or
substantially repairing, altering, or improving such property or to secure indebtedness incurred to
provide funds for any such purpose or for reimbursement of funds previously expended for any
such purpose, provided such Mortgages are created or assumed contemporaneously with, or
within eighteen (18) months after, such acquisition or completion of construction, development,
or substantial repair, alteration, or improvement;

(4) Mortgages in favor of the United States of America or any State thereof, or any department,
agency, instrumentality or political subdivision of the United States of America or any State
thereof, or for the benefit of holders of securities issued by any such entity (or providers of credit
enhancement with respect to those securities), to secure any Debt (including our obligations with
respect to industrial development, pollution control or similar revenue bonds) incurred for the
purpose” of financing or refinancing all or any part of the purchase price or the cost of
constructing, developing, or substantially repairing, altering, or improving our property;

(5) Mortgages to compensate the trustec as provided in the indenture relating to the notes; or

(6) any extension, renewal or replacement (or successive extensions, renewals, or replacements), in
whole or in part, of any Mortgage referred to in the foregoing clauses (1) to (5), but the principal
amount of Debt secured by such Mortgages and not otherwise authorized by said clauses (1) to
(5) may not exceed the principal amount of Debt, plus any premium or fee payable in connection
with any such extension, renewal, or replacement, so secured at the time of such extension,
renewal, or replacement.

We may issue, assume, or guarantee or permit to exist Debt that is secured by Mortgages that would
otherwise be subject to the restrictions that we describe above in connection with our existing sale and
leaseback transactions relating to Unit 2 of the Palo Verde Nuclear Generating Station, including but not
limited to Mortgages on the leased interests in Unit 2 of the Palo Verde Nuclear Generating Station and
related rights if we reacquire ownership in any of those interests or acquire any of the equity or owner
participants’ interests in the trusts that hold title to such leased interests, whether or not we also directly
assume the Sale Leaseback Obligation Bonds (as defined below), and Mortgages on our interests in the
trusts that hold title to such leased interests and refated rights in the event that we acquire any of the
cquity or owner participants’ interests in such trusts pursuant to a “special transfer” under the Unit 2 sale
and leaseback transactions. In addition, we may issue, assume, or guarantee or permit to exist Debt that is
secured by Mortgages up to an aggregate principal amount that, together with the principal amount of all
of our other Debt secured by Mortgages, does not at the time exceed ten percent (10%) of Tangible Assets
(as defined below).

The following tenns have the following meanings:

“Debt” means any of our outstanding debt for money borrowed evidenced by notes, debentures,
bonds, or other securities, or guarantees of any thereof.

“Operating Property” means (i) any interest in real property owned by us and (ii) any asset owned by
us that is depreciable in accordance with generally accepted accounting principles, excluding in any case
any interest of us as lessee under any lease.

“Sale Leaseback Obligation Bonds” means PVNGS I Funding Corp.’s 8.00% Secured Lease
Obligation Bonds, Series 1993, due 2015, any other bonds issued in connection with the Unit 2 sale and
leaseback transactions and any refinancing or refunding of any of these obligations.
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“Tangible Asscts” means the amount shown as total asscts on our most recent balance sheet, less:
(i) intangible assets, including, but without limitation, goodwill, trademarks, trade names, patents, and
unamortized debt discount and expense and (i) appropriate adjustments, if any, on account of minority
interests. However, if, subscquent to the date of our most recent balance sheet, we acquire any property,
whether by acquisition (including by way of capital lease) from a third party, through merger or
consolidation, through construction, development, or substantial repair, alteration or improvement of
property, or by any other means, and such property is or becomes subject to any Mortgage securing Debt,
we may prepare a pro forma balance sheet to include the value of such property in any calculation of
Tangible Assets hereunder. Subject to the foregoing, Tangible Assets will be determined in accordance with
generally accepted accounting principles and practices applicable to the type of business in which we are
engaged and that are approved by the independent accountants regularly retained by us, and may be
determined as of a date not more than 60 days prior to the happening of the event for which such
determination is being made.

Regarding the Trustee

The Bank of New York Mellon Trust Company, N.A., successor to JPMorgan Chase Bank, N.A., is the
trustee under the indenture relating to the notes. It is also the trustee under certain indentures relating to
the sale and leaseback transactions that we entered into in 1986 with respect to-a portion of our interest in
Unit 2 of the Palo Verde Nuclear Generating Station and certain related common facifitics. Its affiliate,
The Bank of New York Mellon, is the trustee under various other indentures covering securities issued or
that may be issued by usor our affiliates or on our or their behalf and also acts as auction agent for certain
of that debt. We and our affiliates maintain normal commercial and banking relationships with The Bank
of New York Mellon Trust Company, N.A. and its affiliates, including The Bank of New York Metlon
serving as transfer agent and registrar for Pinnacle West's common stock. In the future, The Bank of New
York Mellon Trust Company, N.A: and its affiliates may provide banking, investment and other services to
us and our affiliates,

RATINGS

S&P has assigned the notes 4 rating of BBB-, Moody's has assigned the notes a rating of Baa2 and
Fitch has assigned the notes a rating of BBB. Such ratings reflect only the views of such ratings agencics,
and do not constitute a recommendation to buy, sell or hold securities. In gencral, ratings address credit
tisk. Each rating should be evaluated independently of any other rating. An explanation of the significance
of sich ratings may be obtained only from such rating agencies at the following addresses: Standard &
Poor’s, 25 Broadway, New York, New York 10004; Moody’s Investors Service, Inc,, 99 Church Street,
New York, New York 10007; and Fitch, Inc., One State Street Plaza, New York, New York 10004. The
security rating may be subject to revision or withdrawal at any time by the assigning rating organization,
and, accordingly, there can be no assurance that such ratings will remain in cffect for any period of time or
that. théy will not be revised downward or withdrawn entirely by the rating agencies if, in their judgment,
circumstances warrant. Neither we nor the underwriters have undertaken any responsibility to oppose any
proposed downward revision or withdrawal of a rating on the notes. Any such downward revisian -or
withdrawal of such ratings may have an adverse effect on the market price of the notes.
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UNDERWRITING

Barclays Capital Inc., BNY Mellon Capital Markets, LLC and Credit Suisse Securities (USA) LLC
are acting as joint bookrunning managers and as representatives of the underwriters named below.

Subject to the terms and conditions stated in the underwriting agreement dated the date of this
prospectus supplement, cach underwriter named below has agreed to severally purchase, and we have

MERRILL CORPORATION FSTREET//20-FEB-09 18:12 DISK123:(09ZAQ2.09ZAQ46302]JAG46302A ;5
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| . . . .
agreed to scll to that underwriter, the principal amount of notes set forth opposite the underwriter's name

below:
Principal Amount
Barclays Capital INC. . ..ot e $
BNY Mellon Capital Markets, LLC ............ .. iiviiiiiiiiiianaans
Credit Suisse Securities (USA)LLC . ... .. . ittt
0] ) N G T $

The underwriting agreement provides that the obligations of the underwriters to purchase the notes
included in this offering are several and not joint and are subject to approval of legal matters by counscl
and to other conditions. The underwriters are obligated to purchase all the notes if they purchase any of
the notes.

‘The underwriters propose to offer the notes directly to the public at the public offering price set forth
on the cover page of this prospectus supplement and may offer the notes to dealers at the public offering
price less a concession not to exceed % of the principal amount of the notes. The underwriters may
atlow, and dealers may reallow, a concession not to exceed % of the principal amount of the notes
on sales to other dealers. After the initial offering of the notes to the public, the representatives may
change the public offering price and concessions.

The following table shows the underwriting discounts and commissions that we are to pay to the
underwriters in connection with this offering (expressed as a percentage of the principal amount of the
notes).

Paid by Arizona Public
Service Company

Per NOE o ittt ittt tee ettt it sasenaaaanasas %

The notes are a new issue of securities with no established trading market. We do not intend to apply
for the notes to be listed on any securities exchange or to be quoted on any quotation system. One or more
of the underwriters intend to make a secondary market for the notes. However, they are not obligated to
do so and may discontinue making a secondary market at any time without notice. No assurance can be
given as to how liquid the trading market for the notes will be.

In order to facilitate this offering of the notes, the underwriters may engage in transactions that
stabilize, maintain or otherwise affect the price of the notes. These transactions may include
over-allotment, syndicate covering transactions and stabilizing transactions. Over-allotment involves
syndicate sales of notes in excess of the principal amount of notes to be purchased by the underwriters in
this offering, which creates a syndicate short position. Syndicate covering transactions involve purchases of
notes in the open market after the distribution has been completed in order to cover syndicate short
positions. Stabilizing transactions consist of certain bids or purchases of the notes made for the purpose of
preventing or retarding a decline in the market price of the notes while this offering is in progress.

The underwriters also may impose a penalty bid. Penalty bids permit the underwriters to reclaim a
selling concession from a syndicate member when the managing underwriters, in covering syndicate short
positions or making stabilizing purchases, repurchase notes originally sold by that syndicate member.
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Any of these activities may have the effect of preventing or retarding a decline in the market price of
the notes. They may also cause the price of the notes to be higher than the price that otherwise would exist
in the open market in the absence of these transactions. The underwriters may conduct these transactions
in the over-the-counter market or otherwise. If the underwriters commence any of these transactions, they
may discontinue them at any time. ’

| Sales of the notes by BNY Mellon Capital Markets, LLC will be effected by Broadpoint Capital, Inc.,
as its distribution agent.

We estimate that our total expenses (excluding underwriting commissions) of this offering will be
approximately $

The underwriters and/or their affiliates have performed various investment banking, commercial
banking and advisory services for us and our affiliates from time to time for which they have received
customary fees and expenses. The Bank of New York Mellon Trust Company, N.A., an affiliate of BNY
Mellon Capital Markets, LLC, acts as trustee under the indenture relating to the notes. Affiliates of the

* underwriters are lenders to us under our committed revolving credit facilities and will receive a portion of
the amount that will be repaid thereunder with the net proceeds of the sale of the notes. See “Use of
Proceeds.” Because more than 10% of the net proceeds of this offering may be paid to affiliates of
members of the Financial Industry Regulatory Authority (“FINRA”) who are participating in this offering,
this offering is being conducted in compliance with Rule 5110(h) of the Conduct Rules of FINRA. The
underwriters may, from time to time, engage in transactions with and perform services for us and our
affiliates in the ordinary course of their business.

A prospectus supplement in electronic format may be made available on the website maintained by
one or more of the underwriters.

We have agreed to indemnify the underwriters against certain liabilities, including liabilities under the
Securities Act of 1933, or to contribute to payments the underwriters may be required to make because of
any of those liabilities.

EXPERTS

The financial statements of Arizona Public Service Company, the related financial statement schedule
and management’s report on the effectiveness of internal control over financial reporting incorporated in
this prospectus supplement by reference from Arizona Public Service Company’s Annual Report on
Form 10-K, have been audited by Deloitte & Touche LLP, an independent registered public accounting
firm, as stated in their report, which is incorporated herein by reference, and has been so incorporated in
reliance upon the report of such firm given upon their authority as experts in accounting and auditing.

LEGAL OPINIONS

The validity of the notes offered hereby will be passed upon for Arizona Public Service Company by
Snell & Wilmer L.L.P, One Arizona Center, Phoenix, Arizona 85004. Certain legal matters with respect to
the offering of the notes will be passed upon for the underwriters by Pillsbury Winthrop Shaw Pittman LLP,
1540 Broadway, New York, New York 10036. In giving its opinion, Snell & Wilmer L.L.P. may rely as to all
matters under the Public Utility Holding Company Act of 2005, as amended, and the Federal Power Act, as
amended, upon the opinion of Morgan, Lewis & Bockius LLP, 1111 Pennsylvania Avenue, NW,
Washington, DC 20004 and as to all matters of New York law upon the opinion of Pillsbury Winthrop Shaw
Pittman LLP. Pillsbury Winthrop Shaw Pittman LLP may rely as to all matters of Arizona law upon the
opinion of Snell & Wilmer L.L.P.

|
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Prospectus

PINNACLE WEST CAPITAL CORPORATION

Debt Securities
Preferred Stock
Common Stock

ARIZONA PUBLIC SERVICE COMPANY

Debt Securities

We may offer and sell these securities from-time to time in one or more offerings. This prospectus
provides you with a general description of the securities we may offer.

Each time we sell these securities, we will provide a supplement to this prospectus that contains
specific information about the offering and the terms of the securities, including the plan of distribution
for the securities. You should carefully read this prospectus and any supplement, as well as the
documents incorporated by reference in this prospectus, before you invest in any of these securities.

See “Risk Factors” on page 3 of this prespectus to read about where we will
describe certain factors you should consider in making an investment decision.

Our principal executive offices are located at 400 North Fifth Street, Phoenix, AZ 85004. Our
telephone number is (602) 250-1000.

Pinnacle West’s common stock is listed on the New York Stock Exchange under the symbol
“PNW.” Unless otherwise indicated in a supplement to this prospectus, the other securitics offered
hereby will not be listed on a national securities exchange or on the Nasdaq Stock Market.

Neither the Securities and Exchange Commission nor any state securities commission has
approved or disapproved of these securities or passed upon the adequacy or accuracy of this
prospectus. Any representation to the contrary is a criminal offense.

We may offer and sell these securities directly to purchasers, through agents, dealers, or
underwriters as designated from time to time, or through a combination of these methods. If any
agents, dealers or underwriters are involved in the sale of any securities, the relevant prospectus
supplement will set forth any applicable commissions or discounts.

The date of this prospectus is June 28, 2006
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RISK FACTORS

We include a discussion of risk factors relating to our business and an investment in our securities in
our Annual Reports on Form 10-K and Quarterly Reports on Form 10-Q filed from time to time by us with
the Securities and Exchange Commission (the “SEC”). These reports are incorporated by reference in this
prospectus, See “Where You Can Find More Information.” Additional risks related to our securities may
be described in a prospectus supplement. Before purchasing our securities, you should carefully consider
the risk factors we describe in those reports and in a prospectus supplement. Although we try to discuss key
risks in those risk factor descriptions, please be aware that other risks may prove to be important in the
future. New risks may emerge at any time and we cannot predict such risks or estimate the extent to which
they may affect our financial performance.

ABOUT THIS PROSPECTUS

This. prospectus is part of a shelf registration statement that we filed with the SEC. By using a shelf
registration statement, we may sell, from time to time, in one or more offerings, any combination of the
securities described in this prospectus. In this prospectus we may refer to the debt securities, preferred
stock and common stock that may be offered by Pinnacle West Capital Corporation (“Pinnacle West”) and
the debt securities that may be offered by Arizona Public Service Company (“APS”) collectively as the
“securities.”

This prospectus provides you with a gencral description of the securities we may offer. Each time we
offer securitics, we will provide you with a prospectus supplement and, if applicable, a pricing supplement.
The prospectus supplement and any applicable pricing supplement will describe the specific terms of the
securities being offered. The prospectus supplement and any applicable pricing supplement may also add
to. update or change the information in this prospectus. If there is any inconsistency between the
information in this prospectus and in any supplement, you should rely on the information in the
supplement. In addition, the registration statement we filed with the SEC includes exhibits that provide
more details about the securities.

You should rely only on the information contained or incorporated by reference in this prospectus and
any prospectus supplement. See “Where You Can Find More Information.” We have not authorized
anyone to provide you with different information. We are not making an offer to sell these securities in any
jurisdiction where the offer or sale is not permitted.

You should assume that the information appearing in this prospectus and any supplement to this
prospectus is accurate only as of the dates-on their covers and that information incorporated by reference
is accuratc only as of the date of the report that is incorporated, unless, in either case, the information is
given as of another specific date. Our business, financial condition, results of operations, and prospects
may have changed since those dates.

FORWARD-LOOKING STATEMENTS

This prospectus, any accompanying prospectus supplement, and the information contained or
incorporated by reference in this prospectus may contain forward-looking statements based on current
expectations, and we assume no obligation to update these statements or make any further statements on
any of these issues, except as required by applicable law. These forward-looking statements are often
identified by words such as “estimate,” “predict,” “hope,” “may,” “believe,” “anticipate,” *plan,”
“expect,” “require,” “intend,” “assume” and similar words. Because actual results may differ materially
from expectations, we caution readers not to place undue reliance on these statements. A number of

‘ factors could cause future results to differ materially from historical results, or from results or outcomes
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currently expected or sought by us. In addition to the Risk Factors described above, these factors include,
but are not limited to:

3

L3

state and federal regulatory and legislative decisions and actions, including the outcome and timing
of APS’ retail rate proceedings pending before the Arizona Corporation Commission;

the timely recovery of deferrals under APS’ power supply adjustor;

the ongoing restructuring of the electric industry, including the introduction of retail electric
competition in Arizona and decisions impacting wholesale competition;

the outcome of regulatory, legislative and judicial proceedings, both current and future, relating to
the restructuring;

market prices for electricity and natural gas;

power plant performance and outages;

transmission outages and constraints;

wcather variations affccting local and regional customer cnergy usage;
customer growth and energy usage;

regional economic and market conditions, including the results of litigation and other proceedings
resulting from the California energy situation, volatile fuel and purchased power costs and the
completion of generation and transmission construction in the region, which could affect customer
growth and the cost of power supplies;

the cost of debt and equity capital and access to capital markets;
current credit ratings remaining in effect for any given period of time;

our ability to compete successfully outside traditional regulated markets (including the wholesale
market);

the performance of our marketing and trading activities due to volatile market liquidity and any
deteriorating counterparty credit and the use of derivative contracts in our business (including the
interpretation of the subjective and complex accounting rules related to these contracts);

changes in accounting principles generally accepted in the United States of America and the
interpretation of those principles;

the performance of the stock market and the changing interest rate environment, which affect the
amount of required contributions to Pinnacle West’s pension plan and APS’ nuclear
decommissioning trust funds, as well as the reported costs of providing pension and other
postretirement benefits;

technological developments in the electric industry;

the strength of the real estate market in the market areas of Pinnacle West's subsidiary, SunCor
Development Company (“SunCor”), which include Arizona, Idaho, New Mexico and Utah; and

other uncertainties, all of which are difficult to predict and many of which are beyond our control.

WHERE YOU CAN FIND MORE INFORMATION

Available Information

We file annual, quafter]y. and current reports, and other information with the SEC. Our SEC filings
are available to the public over the Internet at the SEC’s web site: hup:/fwww.sec.gov. You may also read

T
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and copy any document we file at the SEC’s public reference room, which is located at 100 ¥ Street, N.E.,
Washington, D.C. 20549. You may call the SEC at 1-800-SEC-0330 for further information on the public
reférence room. Reports and other information concerning Pinmacle West can also be inspected and
copied at the offices of the New York Stock Exchange at 20 Broad Street, New York, New York 10005. Our
filings with the SEC arc also available on our own web site at htp:/fwwwpinnaclewest.com. The other
information on our web site is not part of this prospectus or any prospectus supplement.

Incorporation by Reference

The SEC allows us to incorporate by reference the information we file with them, which means that
we can disclose important information to you by referring you to those documents. The information
incorporated by reference is considered to be part of this prospectus, and later information that we file
with the SEC will automatically update and supcrsede this information. We incorporate by reference the
documents listed below and any future filings we make with the SEC under Sections 13(a), 13(c), 14, or
15(d) of the Securities Exchange Act of 1934 (SEC file No. 1-8962 for Pinnacle West and No, 1-4473 for
APS) prior to the termination of this offering, excluding, in each case, information deemed furnished and
not filed.

Pinnacle West Capital Corporation:
+ Annual Report on Form 10-K for the fiscal year ended December 31, 2005;

« Quarterly Report on Form 10-Q for thic fiscal quarter ended March 31, 2006;

» Current Reports on Form 8-K filed on January 5, 2006, January 9, 2006, January 10, 2006,
January 26, 2006, February 1, 2006, February 3, 2006, February 24, 2006, March 2, 2006, March 7,
2006, March 27, 2006, April 21, 2006, April 24. 2006, May 3, 2006, May 4, 2006, May 19, 2006 and
May 31, 2006; and

The description of Pinnacle West's common stock contained in the registration statement on
Form 8-B filed with the SEC on July 25, 1985, and any amendment or report which we have filed (or
will file after the date of this prospectus and prior to the termination of this offering) for the
purpose of updating such description, including Pinnacle West's Current Report on Form 8-K filed
with the SEC on April 19, 1999 and Exhibit 4.1 to-Pinnacle West’s Quarterly Report on Form 10-Q
for the fiscal quarter ended March 31, 2002.

Arizona Public Service Company:
» Annual Report on Form 10-K for the fiscal year ended December 31, 2005;

« Quarterly Report on Form 10-Q for the fiscal quarter ended March 31, 2006; and

s Current Reports on Form 8-K filed January §, 2006, January 9, 2006, January 10, 2006, January 26,
2006, February 1, 2006, February 3, 2006, February 24, 2006, March 7, 2006, March 27, 2006,
April 21, 2006, April 24, 2006, May 3, 2006, May 4, 2006 and May 31, 2006.

You may request a copy of these filings, at no cost, by writing or telephoning us at the following

| address:

|
Pinnacle West Capital Corporation Arizona Public Service Company
Office of the Secretary Office of the Secretary
Station %68 Station 9068
P.O. Box 53999 PO. Box 53999
Phoenix, Arizona 85072-3999 Phoenix, Arizona 85072-3999
(602) 250-3252 (602) 250-3252
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THE COMPANIES

Pinnacle West was incorporated in 1985 under the laws of the State of Arizona and owns all of the
outstanding equity securities of APS, its major subsidiary. APS is a vertically-integrated electric utility that
provides retail and wholesale electric service to most of the state of Arizona, with the major exceptions of
about one-half of the Phoenix metropolitan arca, the Tucson metropolitan area and Mohave County in
northwestern Arizona. Pinnacle West’s other significant subsidiaries are SunCor, which is engaged in real
cstate development and investment activitics, and APS Energy Services, which provides competitive encrgy
services and products in the western United States.

The principal executive offices of Pinnacle West and APS are located at 400 North Fifth Street,
Phoenix, Arizona 85004, and the telephone number is 602-250-1000.

USE OF PROCEEDS

Each of Pinnacle West and APS intends to use the proceeds from the sale of these securities for
general corporate purposes, which may include the repayment of indebtedness, capital expenditures, the
funding of working capital, and acquisitions, and in the case of Pinnacle West, for stock repurchases and/or
capital infusions into one or more of its subsidiaries for any of those purposes. The specific use of proceeds
from the sale of securities will be set forth in the prospectus supplement relating to each offering of these
securitics.

GENERAL DESCRIPTION OF THE SECURITIES

Pinnacle West, directly or through agents, dealers or underwriters that it designates, may offer and
sell, from time to time, an indeterminate amount of:

« its debt securities, in one or more series, which may be senior debt securities or subordinated debt
securities, in each case consisting of notes or other unsecured evidences of indebtedness;

« shares of its preferred stock;
« shares of its common stock; or
= any combination of these securities.

APS, directly or through agents, dealers or underwriters that it designates, may offer and scll, from
time to time, an indeterminate amount of its debt securities, in one or more series, which may be senior
debt securities or subordinated debt securitics, in cach case consisting of notes or other unsecured
cvidences of indebtedness.
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Pinnacle West and APS may offer and sell these securities either individually or as units consisting of
‘ one or more of these securities, each on terms to be determined at the time of sale. Pinnacle West may
| issue debt securities and/or shares of preferred stock that are exchangeable for and/or convertible into
| common stock or any of the other securities that it may sell under this prospectus. When particular
; securitics are offered, a supplement to this prospectus will be delivered with this prospectus, which will
describe the terms of the offering and sale of the offered securities.

DESCRIPTION OF PINNACLE WEST DEBT SECURITIES
General

The following description highlights the general terms of the debt securitics that may be offered by
Pinnacle West. When we use the terms “we,” *‘us,” “our,” and like terms in this description, we are
referring to Pinnacle West. When we offer debt securities in the future, the prospectus supplement will
explain the particular terms of those securities and the extent to which any of these general provisions will
not apply.

We can issue an unlimited amount of debt securities under the indentures listed below. We can issue
debt securitics from time to time and in one or more series as determined by us. In addition, we can issue
debt securities of any series with terms different from the terms of debt securities of any other series and
the terms of particular debt securities within any scrics may differ from each other, all without the consent
of the holders of previously issued series of debt securities. From time to time, without notice to, or the
consent of, the existing holders of any serics of debt securitics then outstanding, we may create and issue
additional debt securities equal in rank and having the same maturity, payment terms, redemption
features, and other terms as the debt securities of such series, except for payment of interest accruing prior
to the issue date of the additional debt securities and (under some circumstances) for the first payment of
interest following the issue date of the additional debt securities. The additional debt securities may be
consolidated and form a single series with previously issued debt securities of the affected series.

The debt securities of each series will be our direct, unsecured obligations. The debt securities may be
issued in one or more new series under:

* an Indenture, dated as of December 1, 2000, between The Bank of New York and us, as amended
from time to time, in the case of scnior debt securities; or

» an Indenture, dated as of December 1, 2000, as amended from time to time, between The Bank of
New York and us, in the case of subordinated debt securities.

Because we are structured as a holding company, all existing and future indebtedness and other
liabilities of our subsidiaries will be effectively senior in right of payment to our debt securitics, whether
senior debt securities or subordinated debt securities. Neither of the above Indentures limits our ability or
the ability of our subsidiaries to incur additional indebtedness in the future. The assets and cash flows of
our subsidiaries will be available, in the first instance, to service their own debt and other obligations and
our ability to have the benefit of their assets and cash flows, particularly in the case of any insolvency or
financial distress affecting our subsidiaries, would arise only through our equity ownership interests in our
subsidiaries and only after their creditors had been satisfied.

We have summarized the material provisions of the Indentures below. We have filed the senior and
subordinated Indentures as exhibits to the registration statement. You should read the Indentures in their
entirety, including the definitions of certain terms, together with this prospectus and the prospectus
supplement before you make any investment decision. Although separate Indentures are used for
subordinated debt sccurities and senior debt securities, references to the “Indenture” and the description
of the “Indenture” in this scction apply to both Indenturcs, unless otherwise noted.
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You should refer to the prospectus supplement attached to this prospectus for the following
information about a new series of debt securities:

¢ title of the debt securities;
« the aggregate principal amount of the debt securities or the series of which they are a part;

« the date on which the debt securities mature;

the interest rate;

when the interest on the debt securities accrues and is payable;
« the record dates for the payment of intercst;

« places where principal, premium, or interest will be payable;

periods within which, and prices at which, we can redeem debt securities at our option;

any obligation on our part to redeem or purchase debt securities pursuant to a sinking fund or at
the option of the holder;

denominations and multiples at which debt securities will be issued if other than $1,000;

« any index or formula from which the amount of principal or any premium or interest may be
determined;

.

any allowance for alternative currencies and determination of value;

whether the debt securities are defeasible under the terms of the Indenture;
« whether we are issuing the debt securities as global securities;

* any additional or different events of default and any change in the right of the trustee or the holders
to declare the principal amount due and payable if there is any default;

any addition to or change in the covenants in the Indenture; and

any other terms.

We may sell the debt securities at a substantial discount below their principal amount. The prospectus
supplement may describe special federal income tax considerations that apply to debt securities sold at an
original issue discount or to debt securities that are denominated in a currency other than United States
dollars.

Unless the applicable prospectus supplement specifies otherwise, the debt securities will not be listed
on any securities exchange.

Other than the protections described in this prospectus and in the prospectus supplement, holders of
debt securities would not be protected by the covenants in the Indenture from a highly-leveraged
transaction.

Subordination

‘The Indenture relating to the subordinated debt securities states that, unless otherwise provided in a
supplemental indenture or a board resolution, the debt securities will be subordinate to all senior debt.
This is true whether the senior debt is outstanding as of the date of the Indenture or is incurred afterwards.
The balance of the information under this heading assumes that a supplemental indenture or a board
resolution results in a scries of debt securities being subordinated obligations.
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The Indenture states that we cannot make payments of principal, premium, or interest on the
subordinated debt if:

¢ the principal, premium or interest on senior debt is not paid when due and the applicable grace
period for the default has ended and the default has not been cured or waived; or

* the maturity of any senior debt has been accelerated because of a default.

The Indenture provides that we must pay all senior debt in full before the holders of the subordinated
debt securities may receive or retain any payment if our assets are distributed to our creditors upon any of
the following:

*» dissolution;
* winding-up;

* liquidation;

reorganization, whether voluntary or involuntary;
* bankruptcy;

* insolvency;

* receivership; or

* any other proceedings.

The Indenture provides that when all amounts owing on the senior debt are paid in full, the holders of
the subordinated debt securities will be subrogated to the rights of the holders of senior debt to receive
payments or distributions applicable to senior debt.

The Indenture defines senior debt as the principal, premium, interest and any other payment due
under any of the following, whether outstanding at the date of the Indenture or thereafter incurred,
created or assumed:

* all of our debt evidenced by notes, debentures, bonds, or other securities we sell for money;

+ all debt of others of the kinds described in the preceding bullet point that we assume or guarantee
in any manner; and

all renewals, extensions, or refundings of debt of the kinds described in either of the two preceding
bullet points.

However, the preceding will not be considered senior debt if the document creating the debt or the
assumption or guarantee of the debt states that it is not superior to or that it is on equal footing with the
subordinated debt securities.

The Indenture does not limit the aggregate amount of senior debt that we may issue.

Form, Exchange, and Transfer

Each series of debt securities will be issuable only in fully registered form and without coupons. In
addition, unless otherwise specified in a prospectus supplement, the debt securities will be issued in
denominations of $1,000 and multiples of $1,000. We, the trustee, and any of our agents may treat the
registered holder of a debt security as the absolute owner for the purpose of making payments. giving
notices, and for all other purposes.

The holders of debt securities may exchange them for any other debt securities of the same series, in
authorized denominations and equal principal amount. However, this type of exchange will be subject to
the terms of the Indenture and any limitations that apply to global securities.
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A holder may transfer debt securities by presenting the endorsed sccurity at the office of a security
registrar or at the office of any transfer agent we desigiate. The holder will not be charged for any
exchange or registration of transfer, but we may require payment to cover any tax or other governmental
charge in connection with the transaction. We have appointed the trustee under each Indenture as sccurity
registrar. A prospectus supplement will name any transfer agent we designate for any debt securities if
different from the security registrar. ‘We may designate additional transfer agents or rescind the
designation of any transfer agent or approve a change in the office through which any transfer agent acts at
any time, except that we will maintain a transfer agent in each place of payment for debt securities.

If the debt sccuritics of any serics are to be redeemed in part, we will not be required to do any of the
following:

« issue, register the transfer of, or exchange any debt securities of that series and/or tenor beginning
15 days before the day of mailing of a notice of redemption of any debt security that may be
sclected for redemption and ending at the close.of business on the day of the mailing; or

* register the transfer of or exchange any debt security selected for redemption, except for an
unredecmed portion of a debt security that is being redeemed in part:

Payment and Paying Agents

Unless otherwise indicated in the applicable prospectus supplement, we will pay interest on a debt
security on any interest payment date-to the person in whose name the debt security is registered.

Unless otherwise indicated in the applicable prospectus suppiement, the principal, premium, and
intérest on the debt securities of a particular serics will be payable at the office of the paying agents that we
may designate. However, we may: pay any interest by check mailed to the address, as it appears in the
security register, of the person entitled 1o that interest. Also, unless otherwise indicated in the applicable
prospectus supplement, the corporate trust office of the trustee in The City of New York will be our sole
paying agent for payments with respect to debt securities of each series. Any other paying agent that we
initially designate for the debt sccurities of a particular scries will be named in the applicable prospectus
supplement. We may at any time designate additional paying agents or rescind the designation of any
paying agent or approve a change in the office through which any paying agent acts, except that we will
maintain a paying agent in cach place of payment for the debt securities of a particular series.

All money that we pay fo a paying agent for the payment of the principal, premium, or interest on any
debt security that remains unclaimed at the end of two years after the principal, premium, or interest has
become due and payable will be repaid to us, and the holder of the debt security may look only to us for
payment.

Consolidation, Merger, and Sale of Assets

Unless otherwise indicated in the applicable prospectus supplement, we may not:

« consolidate with or merge into any other entity;

» convey, transfer, or lease our propertics and asscts substantially as an entirety to any entity; or

* permit any entity 1o consolidate with or merge info-us-or convey, transfer, or lease its propertics and
assets substantially as an entirety to us,

unless the following conditions are met:

» the successor entity is a corporation, partnership, unincorporaled organization or trust, organized
and validly existing under the laws of any domestic jurisdiction and assumes our obligations on the
debt securities and under the Indenture;

10
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+ immediately after giving effect to the transaction, no event of default, and no event which, after
notice or lapse of time or both, would become an event of default, shall have occurred and be
continuing; and

« other conditions are met.

Upon any such merger, consolidation, or transfer or lease of properties, the successor person will be
substituted for us under the Indenture, and, thereafter, except in the case of a lease, we will be relieved of
all obligations and covenants under the Indenture and the debt securities.

Events of Default

Each of the following will be an event of default under the Indenture with respect to debt securitics of
any scrics:
« our failure to pay principal of or any premium on any debt security of that series when due;

« our failure to pay any interest on any debt securities of that series when due, and the continuance of
that failure for 30 days;

our failure to deposit any sinking fund payment, when due, in respect of any debt securities of that
Serics;

our failure to perform any of our other covenants in the Indenture relating to that series and the
continuance of that failure for 90 days after written notice has been given by the trustee or the
holders of at least 25% in principal amount of the outstanding debt securities of that series;

« bankrupicy, insolvency, or rcorganization cvents involving us; and
+ any other event of default for that series described in the applicable prospectus supplement.

If an event of default occurs and is continuing, other than an event of default relating to bankruptey,
insolvency, or reorganization, either the trustee or the holders of at least 25% in aggregate principal
amount of the outstanding debt securities of the affected series may declare the principal amount of the
debt securities of that series to be due and payable immediately. In the case of any debt security that is an
original issue discount security or the principal amount of which is not then determinable, the trustee or
the holders of at least 25% in aggregate principal amount of the outstanding debt securities of that series
may declare the portion of the principal amount of the debt security specified in the terms of such debt
security to be immediately due and payable upon an event of default.

If an event of default involving bankruptcy, insolvency, or reorganization occurs, the principal amount
of all the debt securities of the affected series will automatically, and without any action by the trustee or
any holder, become immediately due and payable. After any acceleration, but before a judgment or decree
based on acceleration, the holders of a majority in aggregate principal amount of the outstanding debt
securities of that series may rescind and annul the acceleration if all events of default, other than the
non-payment of accelerated principal, have been cured or waived as provided in the Indenture.

11

T

Pinnacle West Capital Corp Pros. Suppl. Proj: P5963CHI09 Job: 09ZAQ46302 (09-5963-2)
Page Dim: 8.250" X 10.750" Copy Dim: 38. X 54.3 File: DS46302A.;3

Page 47 of 174




MERRILL CORPORATION FSTREET/20-FEB-09 18:12 DISKI23:092AQ2.0924Q46302]DU46302A ;3
el _T00%.am. Free: HIBD* 3060 Foot: 0D/ 0D VI RSeqr 1 Ci 6
DISKO24:[FAGER.PSTYLESIUNIVERSAL.BST.75 1 CCs: 42043

L

The trustee will be under no obligation to excreise any of its rights or powers under the Indenture at
the request or direction of any of the holders, unless the holders have offered the trustee reasonable
indemnity. Subject to provisions for the indemnification of the trustee, the holders of a majority in
principal amount of the outstanding debt sccurities of any series will have the right to direct the time,
method, and place of conducting any proceeding for any remedy available to the trustee, or exercising any
trust or power conferred on the trustee, with respect to the debt securities of that series.

No holder of a debt security of any serics will have any right to institute any proceeding under the
indenture, or for the appointment of 4 receiver or a trustee, or for any other remedy under the Indenture,
unless:

« the holder has previously given the trustée written notice of a continuing event of default with
respect to the debt securities of that serics;

* the holders of at least 25% in aggregate principal amount of the outstanding debt securities of that
series have made written request, and the holder ot holders have offered reasonable indemnity, to
the trustee to institute the proceeding as trustee; and

« the trustee has failed to institute the proceeding, and has not received from the holders of a
majority in aggregate principal amount of the outstanding debt securities of that series a direction
inconsistent with the request within 60 days after the notice, request, and offer of indemnity.

The limitations provided above do not apply to a suit instituted by a holder of a debt security for the
enforcement of payment of the principal, premium, or interest on the debt security on or after the
applicable due date.

We are required to furnish to the trustee annually a certificate of various officers stating whether or

not we are in default in the performance or observance of any of the terms, provisions, and conditions of
the Indenture and, if so, specifying all known defaults.

Modification and Waiver

In fimited cases, we and the trustee may make modifications and amendments to thc Indenture
without the consent of the holders of any series of debt securities. We and the trustee may also make
modifications and amendments to the Indenture with the consent of the holders of not less than 66%% in
aggregate principal amount of the outstanding debt securities of cach series affected by the modification or
amendment. However, without the consent of the holder of each outstanding debt security affected, no
modification or amendment may:

* reduce the principal amount of, or any premium or interest on, any debt security;

* reduce the amount of principal of an original issue discount security or any other debt security
payable upon acceleration of the maturity of the security;

change the stated maturity of the principal of, or any installment of principal of or interest on, any
debt security;

.

change the place or currency of payment of principal of, or any premium or interest on, any debt
security;

impair the right to institute suit for the enforcement of any payment on or with respect to any debt
security; or

reduce the percentage in principal amount of outstanding debt securities.of any serics, the consent
of whose holders is required for modification or amendment of the Indenture or is necessary for
waiver of complinnce with certain provisions of the Indenture or of certain defaults, or modify the
provisions of the: indenture relating to modification and waiver.
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In general, compliance with certain restrictive provisions of the Indenture may be waived by the
holders of not less than 66%% in aggregate principal amount of the outstanding debt securitics of any
serics. The holders of a majority in aggregate principal amount of the outstanding debt securities of any
serics may waive any past default under the Indenture, except:

= a default in the payment of principal, premium, or interest; and

* a defauit under covenants and provisions of the Indenture which cannot be amended without the
consent of the holder of each outstanding debt security of the affected series.

In determining whether the holders of the requisite principal amount of the outstanding debt
securities have given or taken any direction, notice, consent, waiver, or other action under the Indenture as
of any date:

« the principal amount of an outstanding original issue discount security will be the amount of the
principal that would be due and payable upon acceleration of the maturity on that date,

« if the principal amount payable at the stated maturity of a debt security is not determinable, the
principal amount of the outstanding debt security will be an amount determined in the manner
prescribed for the debt security; and

* the principal amount of an outstanding debt security denominated in one or more foreign
currencies will be the U.S. dollar equivalent of the principal amount of the debt security or, in the
case of a debt security described in the previous bullet point above, the amount described in that
bullet point.

If debt securities have been fully defeased or if we have deposited money with the trustee to redeem
debt securities, they will not be considered outstanding.

Except in limited circumstances, we will be entitled to set any day as a record date for the purpose of
determining the holders of outstanding debt securities of any series entitled to give or take any direction,
notice, consent, waiver, or other action under the Indenture. In limited circumstances, the trustee will be
entitled to set a record date for action by holders. If a record date is set for any action to be taken by
holders of a particular series, the action may be taken only by persons who are holders of outstanding debt
securities of that series on the record date. To be effective, the action must be taken by holders of the
requisite principal amount of the debt securities within a specified period following the record date. For
any particular record date, this period will be 180 days or any other shorter period that we may specify. The
period may be shortened or lengthened, but not beyond 180 days.

Defeasance and Covenant Defeasance

We may elect to have the provisions of the Indenture relating to defeasance and discharge of
indebtedness, or defeasance of restrictive covenants in the Indenture, applied to the debt securities of any
series, or to any specified part of a series. The prospectus supplement used in connection with the offering
of any debt securities will state whether we can make these elections for that series.

Defeasance and Discharge

We will be discharged from all of our obligations with respect to the debt securities of a series if we
deposit with the trustee money in an amount sufficient to pay the principal, premium, and interest on the
debt securitics of that series when due in accordance with the terms of the Indenture and the debt
securitics. We can also deposit securities that will provide the necessary monies. However, we will not be
discharged from the obligations to exchange or register the transfer of debt securities, to replace stolen,
lost, or mutilated debt securities, to maintain paying agencics, and to hold moneys for payment in trust.
The defeasance or discharge may occur only if we deliver to the trustee an opinion of counsel stating that
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we have received from, or there has been published by, the United States Internal Revenue Service a
ruling, or there has been a change in tax law, in cither case to the effect that holders of such debt securities:

« will not recognize gain or loss for federal income tax purposes as a result of the deposit, defeasance,
and discharge; and

« will be subject to federal income tax on the same amount, in the same manner, and at the same
times as would have been the case if the deposit, defeasance, and discharge were not to occur.

Defeasance of Covenants

We may elect to omit compliance with restrictive covenants in the Indenture and any additional
covenants that may be described in the applicable prospectus supplement for a series of debt securities.
This election will preclude some actions from being considered defaults under the Indenture for the
applicable series. In order to exercise this option, we will be required to deposit, in trust for the benefit of
the holders of debt securities, funds in an amount sufficient to pay the principal, premium and interest on
the debt securities of the applicable series. We may also deposit securities that will provide the necessary
monies. We will also be required to deliver to the trustee an opinion of counsel to the effect that holders of
the debt securities will not recognize gain or loss for federal income tax purposes as a result of such deposit
and defeasance of certain obligations and will be subject to federal income tax on the same amount, in the
same manner and at the same times as would have been the case if the deposit and defeasance were not to
occur. If we exercise this option with respect to any debt securities and the debt securities are declared due
and payable because of the occurrence of any event of default, the amount of funds deposited in trust
would be sufficient to pay amounts due on the debt securities at the time of their respective stated
maturities but may not be sufficient to pay amounts due on the debt securities on any acceleration resulting
from an event of default. In that case, we would remain liable for the additional payments.

Governing Law

The law of the State of New York will govern the Indenture and the debt securitics.

Global Securities

Some or all of the debt securities of any serics may be represented, in whole or in part, by one or more
global securities, which will have an aggregate principal amount equal to that of the debt securities they
represent. We will register each global security in the name of a depositary or nominee identified in a
prospectus supplement and deposit the global security with the depositary or nominee. Each global
security will bear a legend regarding the restrictions on exchanges and registration of transfer referred to
below and other matters specified in a supplemental indenture to the Indenture.

No global security may be exchanged for debt sccuritics registered, and no transfer of a global security .
may be registered, in the name of any person other than the depositary for the global security or any
nomince of the depositary, unless:

« the depositary has notified us that it is unwilling or unable to continue as depositary for the global
security or has ceased to be qualified to act as depositary;

« a default has occurred and is continuing with respect to the debt securities represented by the global
security; or

« any other circumstances exist that may be described in the applicable supplemental indenture and
prospectus supplement.

We will register all securities issued in exchange for a global security or any portion of a global security
in the names specified by the depositary.
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As long as the depositary or its nominee is the registered holder of a global security, the depositary or
nominee will be considered the sole owner and holder of the global security and the debt securities that it
represents. Except in the limited circumstances referred to above, owners of beneficial interests in a global
security will not:

« be entitled to have the global security or debt securities registered in their names;

« receive or be entitled to receive physical delivery of certificated debt securities in exchange for a
global security; and

« be considered to be the owners or holders of the global security or any debt sccuritics for any
purpose under the Indenture.

We will make all payments of principal, premium, and interest on a global security to the depositary or
its nominee. The laws of some jurisdictions require that purchasers of securities take physical delivery of
securities in definitive form. These laws make it difficult to transfer beneficial interests in a global security.

Ownership of beneficial interests in a global security will be limited to institutions that have accounts
with the depositary or its nominee, referred to as Participants, and to persons that may hold beneficial
interests through Participants. In connection with the issuance of any global security, the depositary will
credit, on its book-entry registration and transfer system, the respective principal amounts of debt
securities represented by the global security to the accounts of its Participants. Ownership of beneficial
interests in a global sccurity will only be shown on records maintained by the depositary or the Participant.
Likewise, the transfer of ownership interests will be effected only through the same records. Payments,
transfers, exchanges, and other matters relating to beneficial interests in a global security may be subject to
various policies and procedures adopted by the depositary from time to time. Neither we, the trustee, nor
any of our agents will have responsibility or lability for any aspect of the depositary’s or any Participant’s
records relating to, or for payments made on account of, beneficial interests in a global security, or for
maintaining, supervising, or reviewing any records relating to the beneficial interests.

Regarding the Trustee

The Bank of New York is the trustee under our Indentures relating to the senior debt securities and
the subordinated debt securities. It is also trustee of our pension plan and under various indentures
covering securities issued by APS or on APS’ behalf. The Bank of New York also acts as transfer agent for
our common stock. We and our affiliates maintain normal commercial and banking relationships with The
Bank of New York. In the future The Bank of New York and its affiliates may provide banking, investment
and other services to us and our affiliates. i
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DESCRIPTION OF PINNACLE WEST PREFERRED STOCK

Pinnacie West may issue, from time 1o time, shares of one or more series of its preferred stock. When
we use the terms “we,” “us,” “our,” and like terms in this description, we are referring to Pinnacle West.
The following description sets forth certain general terms and provisions of the preferred stock to which
any prospectus supplement may relate. The particular terms of any series of preferred stock and the extent,
if any, to which these gencral provisions may apply to the series of preferred stock offered will be described
in the prospectus supplement relating to that preferred stock.

The following summary of provisions of the preferred stock does not purport to be complete and is
subject to, and is qualified in its entirety by reference to, the provisions of our articles of incorporation,
bylaws, and the amendment to our articles relating to a specific series of the preferred stock (the
“statement of preferred stock designations™), which will be in the form filed as an exhibit to, or
incorporated by reference in, the registration statement of which this prospectus is a part. Before investing
in any series of our preferred stock, you should read our articles, bylaws and the relevant statement of
preferred stock designations.

General

Under our articles of incorporation, we have the authority to issue up to 10,000,000 shares of
preferred stock. As of June 28, 2006, no shares of preferred stock were outstanding. 4,400,000 shares of
preferred stock are reserved for issuance under our shareholders rights plan. See “Description of Pinnacle
West Common Stock—Certain Anti-takeover Effects—Shareholder Rights Plan.” Our Board of Directors
is authorized to issuc shares of preferred stock, in one or more series, and to fix for each series voting
powers and those preferences and relative, participating, optional or other special rights and those
qualifications, limitations or restrictions as are permitted by the Arizona Business Corporation Act (the
“ABCA”). For a description of provisions in our articles and bylaws or under Arizona law that couid delay,
defer or prevent a change in control, see “Description of Pinnacle West Common Stock—Certain
Anti-takeover Effects.”

Our Board of Directors is authorized to determine the terms for each series of preferred stock, and
the prospectus supplement will describe the terms of any series of preferred stock being offered, including:

+ the designation of the shares and the number of shares that constitute the series;

* the dividend rate (or the method of calculation thereof), if any, on the shares of the series and the
priority as to payment of dividends with respect to other classes or series of our capital stock;

the dividend periods (or the method of calculation thereof);

the voting rights of the shares;

the liquidation preference and the priority as to payment of the liquidation preference with respect
to other classes or series of our capital stock and any other rights of the shares of the series upon
our liquidation or winding-up;

whether and on what terms the shares of the series will be subject to redemption or repurchase at
our option or at the option of the holders thereof;

whether and on what terms the shares of the series will be convertible into or exchangeable for
other securities;

whether the shares of the series of preferred stock will be listed on a securities exchange;

| any special United States federal income tax considerations applicable to the series; and

the other rights and privileges and any qualifications, limitations or restrictions of the rights or
privileges of the series.
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Dividends

)

1 Holders of shares of preferred stock shall be entitled to receive, when and as declared by our Board of

j Directors out of our funds legally available therefor, a cash dividend payable at the dates and at the rates,
if any, per share as set forth in the applicable prospectus supplement.

Convertibility

No series of preferred stock will be convertible into, or exchangeable for, other securities or property
except as set forth in the applicable prospectus supplement.

Redemption and Sinking Fund

No series of preferred stock will be redeemable or receive the benefit of a sinking fund except as set
forth in the applicable prospectus supplement.

Liquidation Rights

Unless otherwise set forth in the applicable prospectus supplement, in the event of our liquidation,
dissolution or winding up, the holders of shares of cach series of preferred stock are entitled to receive
distributions out of our assets available for distribution to shareholders, before any distribution of assets is
made to holders of (i) any other shares of preferred stock ranking junior to that series of preferred stock as
to rights upon liquidation and (i) shares of common stock. The amount of liquidating distributions
reccived by holders of preferred stock will generally equal the liquidation preference specified in the
applicable prospectus supplement for that series of preferred stock, plus any dividends accrued and
accumulated but unpaid to the date of final distribution. The holders of each series of preferred stock will
not be entitled to receive the liquidating distribution of, plus such dividends on, those shares until the
liquidation preference of any shares of our capital stock ranking senior to that series of the preferred stock
as to the rights upon liquidation shall have been paid or set aside for payment in full.

If upon our liquidation, dissolution or winding up, the amounts payable with respect to the preferred
stock, and any other preferred stock ranking as to any distribution on a parity with the preferred stock are
not paid in full, then the holders of the preferred stock and the other parity preferred stock will share
ratably in any distribution of assets in proportion to the full respective preferential amount to which they
are entitled. Unless otherwise specified in a prospectus supplement for a series of preferred stock, after
payment of the full amount of the liquidating distribution to which they are entitled, the holders of shares
of preferred stock will not be entitled to any further participation in any distribution of our assets. Neither
a consolidation or merger of us with another corporation nor a sale of securities shall be considered a
liquidation, dissolution or winding up of us.

Veting Rights

The holders of each scrics of preferred stock we may issue will have no voting rights, except as
required by law and as described below or in the applicable prospectus supplement. Our Board of
Directors may, upon issuance of a series of preferred stock, grant voting rights to the holders of that series,
including rights to elect additional board members if we fail to pay dividends in a timely fashion.
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Arizona law provides for certain voting rights for holders of a class of stock, even if the stock does not
have other voting rights. Thus, the holders of all shares of a class, would be entitled to vote on any
amendment to our articles of incorporation that would:

increase or decrease the aggregate number of authorized shares of the class;

effect an exchange or reclassification of all or part of the shares of the class into shares of another
class; '

effect an exchange or reclassification, or create the right of exchange of all or part of the shares of
another class into shares of the class;

change the designations, rights, obligations, preferences, or limitations of all or part of the shares of
the class;

change the shares of all or part of the class into a different number of shares of the same class;

crecate a new class of shares having rights or preferences with respect to distributions or to
dissolution that are prior, superior or substantially equal to the shares of the class;

increase rights, preferences or number of authorized shares of any class that, after giving effect to
the amendment, have rights or preferences with respect to distributions or to dissolution that are
prior, superior or substantially equal to the shares of the class;

limit or deny an existing preemptive right of all or part of the class; and

cancel or otherwise affect rights to distributions or dividends that have accumulated but have not
yet been declared on all or part of the shares of the class.

If the proposed amendment would affect a series of the class, but not the entire class, in one or more
of the ways described in the bullets above, then the shares of the affected series will have the right to vote
on the amendment as a separate voting group. However, if a proposed amendment that would entitle two
or more series of the class to vote as separate voting groups would affect those series in the same or a
substantially similar way, the shares of all the scrics so affected must vote together as a single voting group
on the proposed amendment.

Unless the articles of incorporation, Arizona law or the Board of Directors would require a greater
vote or unless the articles or Arizona law would require a different quorum, if an amendment to the
articles would allow the preferred stock or one or more series of the preferred stock to vote as voting
groups, the vote required by each voting group would be:

 a majority of the votes entitled to be cast by the voting group, if the amendment would create
dissenters’ rights for that voting group; and

« in any other case, if a quorum is present in person or by proxy consisting of a majority of the votes
entitled to be cast on the matter by the voting group, the votes cast by the voting group in favor of
the amendment must exceed the votes cast against the amendment by the voting group.

Arizona law may also require that the preferred stock be entitled to vote on certain other
extraordinary transactions.

Miscellaneous

The holders of our preferred stock will have no preemptive rights. All shares of preferred stock being
offered by the applicable prospectus supplement will be fully paid and not liable to further calls or
assessment by us. If we should redeem or otherwise reacquire shares of our preferred stock, then these
shares will resume the status of authorized and unissued shares of preferred stock undesignated as to
series, and will be available for subsequent issuance. There are no restrictions on repurchase or
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redemption of the preferred stock while there is any arrearage on sinking fund installments except as may
be set forth in an applicable prospectus supplement, Payment of dividends on any series of preferred stock
may be restricted by loan agrecments, indentures and other transactions entered into by us. Any material
contractual restrictions on dividend payments that cxist at the time of the offer of any preferred stock will
be described or incorporated by reference in the applicable prospectus supplement.

When we offer to sell a series of preferred stock, we will describe the specific terms of the series in the
applicable prospectus supplement. 1f any particular terms of a series of preferred stock described in a
prospectus supplement differ from any of the terms described in this prospectus, then the terms described
in the applicable prospectus supplement will be deemed to supersede the terms described in this
prospectus.

No Other Rights

The shares of a series of preferred stock will not have any preferences, voting powers or relative,
participating, optional or other special rights except as sct forth above or in the applicable prospectus
supplement, our articles of incorporation or the applicable statement of preferred stock designations or as
otherwise required by law.

Transfer Agent and Registrar

The transfer agent and registrar for each series of preferred stock will be designated in the applicable
prospectus supplement.

DESCRIPTION OF PINNACLE WEST COMMON STOCK

Pinnacle West may issue, from time to time, shares of its common stock, the general terms and
provisions of which are summarized below. When we use the terms “we,” “us,” “our,” and like terms in
this description, we are referring to Pinnacle West. This summary does not purport to be complete and is
subject to, and is qualified in its entirety by express reference to, the provisions of our articles of
incorporation, bylaws and the applicable prospectus supplement.

Authorized Shares

Under our articles of incorporation, we have the authority to issue 150,000,000 shares of common
stock. ’

Dividends

Subject to any preferential rights of any series of preferred stock, holders of shares of common stock
will be entitled to receive dividends on the stock out of asscts legally available for distribution when, as and
if authorized and declared by our Board of Directors. The payment of dividends on the common stock will
be a business decision to be made by our Board of Directors from time to time based upon results of our
operations and our financial condition and any other factors as our Board of Directors considers refevant.
Payment of dividends on the common stock may be restricted by loan agreements, indentures and other
transactions entered into by us from time to time. Any material contractual restrictions on dividend
payments that exist at the time of the offer of any common stock will be described in the applicable
prospectus supplement.

Voting Rights

Holders of common stock are entitled to one vote per share on all matters voted on generally by the
shareholders, including the election of directors, and, except as otherwise required by law or except as
provided with respect to any series of preferred stock, the holders of the shares possess all voting power.
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Arizona law provides for cumulative voting for the election of directors. As a result, any shareholder may
cumulate his or her votes by casting them all for any one director nominee or by distributing them among
two or more nominees.

Staggered Terms of Directors

Our Board of Directors is elected in three classes with staggered three-year terms. One class of
directors is elected each year for a three-year term. Election of directors with staggered terms lessens the
effectiveness of cumulative voting rights by reducing the number of directors who are clected in any given
year.

Liquidation Rights

Subject to any preferential rights of any series of preferred stock, holders of shares of common stock
are entitled to share ratably in our assets legally available for distribution to our shareholders in the cvent
of our liquidation, dissolution or winding up.

Absence of Other Rights

Holders of our common stock have no preferential, preemptive, conversion or exchange rights.

Miscellaneous

All shares of common stock being offered by the applicable prospectus supplement will be fully paid
and not Jiable to further calls or assessment by us.

Traasfer Agent and Registrar

The Bank of New York is the principal transfer agent and registrar for the common stock.

Preferred Stock

Our Board of Directors has the authority, without any further action by our shareholders, to issuc
from time to time shares of preferred stock, in one or more scries and to fix the designations, prefcrences,
rights, qualifications, limitations and restrictions thereof, including voting rights, dividend rights, dividend
rates, conversion rights, terms of redemption, redemption prices, liquidation preferences and the number
of shares constituting any series. The issuance of preferred stock with voting rights could have an adverse
effect on the voting power of holders of common stock by increasing the number of outstanding shares
having voting rights. In addition, if our board of directors authorizes preferred stock with conversion rights,
the number of shares of common stock outstanding could potentially be increased up to the authorized
amount. The issuance of preferred stock could decrease the amount of earnings and assets available for
distribution to holders of common stock. Any such issuance could also have the effect of delaying,
deterring or preventing a change in control of us and may adversely affect the rights of holders of our
common stock. See also “Description of Pinnacle West Preferred Stock”™ above.

Certain Anti-takeover Effects

General. Certain. provisions of our articles of incorporation, bylaws, and the Arizona Revised
Statutes (“ARS™), as well as our shareholder rights plan, may have an anti-takeover effect and may delay or
prevent a tender offer or other acquisition transaction that a shareholder might consider to be in his or her
best interest, including a transaction that results in a premium over the market price of the common stock.
The summary of the provisions of our articles, bylaws, sharcholder rights plan, and the ARS set forth
below does not purport to be complete and is qualified in its entirety by reference to our articles, bylaws,
shareholder rights plan, and the ARS.
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Business Combinations. ARS § 10-2741 through 2743 and Article XII of our bylaws restrict a wide
range of transactions (collectively, “business combinations™) between us or, in certain cases, onc of our
subsidiaries, and an interested sharcholder (or any affiliate or associate of the interested shareholder). An
“interested shareholder” is, generally, any person who beneficially owns, directly or indirectly, 10% or
more of our outstanding voting power or any of our affiliates or associates who at any time within the prior
threc years was such a beneficial owner. The statute broadly defines “business combinations” to include,
among other things and with certain exceptions:

mergers and consolidations with an interested shareholder or an affiliate or associate of the
interested sharcholder;

share exchanges with an interested sharcholder or an affiliate or associate of the interested
shareholder;

any sale, lease, exchange, mortgage, pledge, transfer or other disposition of assets to an interested
shareholder or an affiliate or associate of the interested shareholder, representing 10% or more of
(i) the aggregate market value of all of our consolidated assets as of the end of the most recent
fiscal quarter, (ii) the aggregate market value of all our outstanding shares, or (iii) our consolidated
revenues or net income for the four most recent fiscal quarters;

.

the issuance or transfer of shares of stock having an aggregate market value of 5% or more of the
aggregate market value of all of our outstanding shares to an interested shareholder or an affiliate”
or associate of the interested sharcholder;

the adoption of a plan or proposal for our liquidation or dissolution or reincorporation in another
state or jurisdiction pursuant to an agreement or arrangement with an interested shareholder or an
affiliate or associate of the interested shareholder;

corporate actions, such as stock splits and stock dividends, and other transactions resulting in an
increase in the proportionate share of the outstanding shares of any series or class of stock of us or
any of our subsidiaries owned by an interested shareholder or an affiliate or associate of the
interested shareholder; and

the receipt by an interested shareholder or an affitiate or associate of the interested shareholder of
the benefit (other than proportionately as a sharcholder) of any loans, advances, guarantees,
pledges or other financial assistance or any tax credits or other tax advantages provided by or
through us or any of our subsidiaries.

The ARS and our bylaws provide that, subject to certain exceptions, we may not engage in a business
combination with an interested shareholder (or any affiliate or associate of the interested sharcholder) or
authorize one of our subsidiaries to do so, for a period of three years after the date on which the interested
shareholder first acquired the shares that qualify such person as an interested sharcholder (the “share
acquisition date™), unless either the business combination or the interested shareholder’s acquisition of
shares on the share acquisition date is approved by a committee of our Board of Directors (comprised
solely of disinterested directors or other disinterested persons) prior to the interested shareholder’s share
acquisition date.

In addition, after such three-year period, the ARS and our bylaws prohibit us from engaging in any
business combination with an interested sharcholder (or any affiliate or associate of the interested
shareholder), subject to certain exceptions, unless:

* the business combination or acquisition of shares by the interested shareholder on the share
acquisition date was approved by our Board of Directors prior to the share acquisition date;

+ the business combination is approved by holders of a majority of our outstanding shares (cxcluding
shares beneficially owned by the interested sharcholder or any affiliate or associate of the interested
shareholder) at a meeting called after such three-year period; or
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* the business combination satisfies specified price and other requirements.

Anti-Greenmail Provisions. ARS § 10-2704 and Article XIII of our bylaws prohibit us from
purchasing any shares of our voting stock from any beneficial owner (or group of beneficial owners acting
together 1o acquire, own or vote our shares) of more than 5% of the voting power of our outstanding
shares at a pricc per share in excess of the average closing sale price during the 30 trading days preceding
the purchase or if the person or persons have commenced a tender offer or announced an intention to seek
control of us, during the 30 trading days prior to the commencement of the tender offer or the making of
the announcement, unless

* the 5% beneficial owner has beneficially owned the shares to be purchased for a period of at least
three years;

« holders of a majority of our voting power (excluding shares held by the 5% beneficial owner or its
affiliates or associates or by any of our officers and directors) approve the purchase; or

*» we make the repurchase offer available to all holders of the class or series of securities to be
purchased and to all holders of other securities convertible into that class or series.

Control Share Acquisition Statute. Through a provision in our bylaws, we have opted out of ARS
§ 10-2721 through 2727, the Arizona statutory provisions rcgulating control share acquisitions, As a result,
potential acquirors are not subject to the limitations imposed by that statute.

Shareholder Rights Plan. We have adopted a sharcholder rights plan under which one preferred share
purchase right is attached to each outstanding share of our common stock. The rights become exercisable
and will be separated from the common stock on the Distribution Date, as such term is defined in the plan.
Generally, subject to specified exceptions, the Distribution Date will occur on the carlier of:

= 10 days following a public announcement that a person or group of affiliated or associated persons
{an “acquiring person™) has acquired beneficial ownership of 15% or more of our outstanding
common stock, or

* 10 business days following the commencement of, or announcement of an intention to make, a
tender offer or exchange offer that would result in the beneficial ownership by a person or group of
15% or more of our outstanding common stock.

Each right entities the registered holder to purchase from us one one-hundredth of a share of Series A
Participating Preferred Stock (the “Scries A Preferred Stock™) at an exercise price of $130, subject to
adjustment under specified circumstances. However, after any person has become an acquiring person (a
“Flip-In Event”), upon exercise of the right, the holder will be entitled to receive common stock valued at
twice the cxercise price of the right. In other words, a rights holder may purchase common stock at a 50%
discount. In some circumstances, the holder will receive cash, property or other securitics instcad of
common stock. Upon the occurrence of a Flip-In Event, any rights owned by an acquiring person, its
affiliates and associates and certain of its transferees will become null and void.

In the event that a person becomes an acquiring person, we are then merged, and the common stock is
exchanged or converted in the merger, then each right (other than those formerly held by the acquiring
person, which became void) would “flip-over” and be exercisable for a number of shares of common stock
of the acquiring company having a market value of two times the exercise price of the right. In other words,
a rights holder may purchase the acquiring company's common stock at a 50% discount.

After a Flip-In Event but before a “flip-over™ event (as described above) occurs and before an

acquiring pérson becomes the owner of 50% or more of the common stock, the Board may cause the rights

{either in whole orin part) to be exchanged for shares of common stock (or fractional interests in Series A

| Preferred Stock,-or equivalent securitics, of equal value) at a one-to-one exchange ratio. Rights held by the
} acquiring person, however; which became void upon the Flip-In Event, would not be entitied to participate
in such exchange.
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We may redeem the rights for $0.01 per right at any time ptior to the date on which a person becomes
an acquiring person. The sharcholder rights plan and the rights expire in March 2009, subject to extension.

For so long as the rights are redeemable, the terms of {he rights may be amended or supplemented by

" the Board of Directors at any time and from time to time without the consent of the holders of the rights.
At any time when the rights are not redecmablé, the Board of Directors may amend or supplement the
terms of the rights, provided that such amendment does not adversely affect the interests of the holders of
the rights. In no event may any amendmenl or supplement be made which changes the redemption price.

Until a right is exercised, the holder thereof will have no rights as a shareholder, including, without
limitation, the right to vote or to receive dividends, except as holder of the common stock to which the
right is attached.

For information on the terms of the Series A Preferred Stock, see the certificate of designation for the
Series A Preferred Stock, the form of which is attached as Exhibit A to the Amended and Restated Rights
Agreement, dated as of March 26, 1999, filed as an exhibit to our Current Report on Form §-K filed with
the SEC on April 19, 1999, which is incorporated herein by reference.

Special Meetings of Shareholders. Pursuant to ARS § 10-702, except with respect to certain business
combinations, as required by Arizona law. a special mceting of sharcholders may be called by a
corporation’s Board of Directors:or any other person authorized to.do so in its articles of incorporation or
bylaws. Qur bylaws provide that, except as required by law, special meetings of shareholders may only be
called by a majority of out Board of Directors, the Chairman of the Board, or the President.

Election and Removal of Directors.  Our Board of Directors is divided into three classes. The directors
in éach class serve for a three year term, with one- class being elected each year by our shareholders. The
classification of our Board of Directors generally makes it more difficult for shareholders to effect a
change in control because at least two shareholder meetings are required to elect a majority of our Board.
Arizona law provides for cumulative voting in the election of directors, which. may make it more difficult
for shareholders ta elect a majority of the Board of Directors.

Our bylaws provide that any director may be removed with or without cause, but only at a special
meeting of sharcholders called for that purpuse, if the votes cast in favor of such removal exceed the votes
cast against such removal, However, if less than the entire Board of Directors is to be removed, no one
director may be removed if the votes cast against the director’s removal would be sufficient to elect the
director if then cumulitively voted 4t an election of the class of directors of which' the director is a part.

Sharcholder Proposals and Director Nominations. A shareholder can submit sharcholder proposals
and nominate candidates for efection to our Board of Directors if he or she follows the advance notice
provisions set forth in our bylaws.
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With respect to shareholder proposals to bring business before the annual meeting, shareholders must
submit a written notice to the Secretary of Pinnacle West not fewer than 90 nor more than 120 days prior
to the first anniversary of the date of our previous year’s annual meeting of sharcholders. However, if we
have changed the date of the annual meeting by more than 30 days from the date of the previous year’s
annual meeting, the written notice must be submitted no earlier than 120 days before the annual meeting
and not later than 90 days before the annual meeting or ten days after the day we make public the date of
the annual meeting. The written notice must bricfly describe the business the shareholder desires to bring
before the meeting, the text of the proposal or business, the reasons for conducting such business at the
meeting, and any material interest in the proposal of the shareholder and the beneficial owner, if any, on
whose behalf the proposal is made.

With respect to director nominations, sharcholders must submit written notice to the Secretary of
Pinnacle West at Jeast 180 days prior to the date of the annual meeting. This requirement is also contained
in our articles of incorporation. Our bylaws require that the written notice must contain all information
refating to the director nominee that is required to be included in a proxy statement pursuant to
Regulation 14A under the Securities Exchange Act of 1934, as well as the written consent of the proposed
nominee to be named in the proxy statement as a nominee and to serving as a director if elected.

All written notices delivered pursuant to the advance notice provisions of our bylaws are required to
state (i) the name and address as they appear on our books of the sponsoring shareholder and the
beneficial owner, if any, on whose behalf the proposal or nomination is made, (ii) the class and number of
shares that are owned beneficially and of record by the shareholder and such beneficial owner, (iii) a
representation that the shareholder is a holder of record entitled to vote at the meeting and intends to
appear in person or by proxy at the meeting to propose such business or nomination, and (iv) whether the
shareholder or beneficial owner intends or is part of a group that intends to deliver a proxy statement to
holders of at least the number of shares required to adopt the proposal or elect the nominee or otherwise
solicit proxies in favor of the proposal or nomination.

Shareholder proposals and director nominations that are late or that do not include all required
information may be rejected. This could prevent sharcholders from bringing certain matters before an
annual meeting, including proposing the election of non-incumbent directors.

A shareholder must also comply with all applicable laws in proposing business to be conducted and in
nominating directors. The notice provisions of the bylaws do not affect rights of shareholders to request
inclusion of proposals in our proxy statement pursuant to Rule 14a-8 of the Securities Exchange Act of
1934.

Additional Authorized Shares of Capital Stock. The authorized but unissued shares of common stock
and preferred stock available for issuance under our articles of incorporation could be issued at such times,
under such circumstances, and with such terms and conditions as to impede an acquisition transaction.

Amendment to Anicles of Incorporation and Bylaws. ARS § 10-1001 through 1003 generally provide
that both the Board of Directors and the sharcholders must approve amendments to an Arizona
corporation’s articles of incorporation, except that the Board of Directors may adopt specified ministerial
amendments without shareholder approval. Unless the articles of incorporation, Arizona law or the Board
of Directors would require a greater vote or unless the articles or Arizona law would require a different
quorum, the vote required by each voting group allowed or required to vote on the amendment would be:

+ a majority of the votes entitled to be cast by the voting group, if the amendment would create
dissenters’ rights for that voting group; and

* in any other case, if a quorum is present in person or by proxy consisting of a majority of the votes
entitled to be cast on the matter by the voting group, the votes cast by the voting group in favor of
the amendment must exceed the votes cast against the amendment by the voting group.
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Our articles of incorporation require the approval of at least two-thirds of the total voting power of all
outstanding shares of our voting stock to amend the provisions in Article Third relating to serial preferred
stock, Article Fifth refating to the election of our directors, including number, classification, term, and
nomination procedure, and Article Tenth relating to this voting requirement.

ARS § 10-1020 provides that the Board of Directors may amend the corporation’s bylaws unless
1 either: (i) the articles or applicable law reserves this power exclusively to shareholders in whole or in part
| or (ii) the shareholders in amending or repealing a particular bylaw provide expressly that the Board may
not amend or repeal that bylaw. An Arizona corporation’s shareholders may amend the corporation’s
bylaws even though they may also be amended by the Board of Directors. Our bylaws may not be amended
or repealed without the vote of a majority of the Board of Directors or the affirmative vote of a majority of

votes cast on the matter at a meeting of shareholders.

DESCRIPTION OF APS DEBT SECURITIES
General

The following description highlights the general terms of the debt securities that may be offered by
APS. When we use the terms “we,” “us,” “our,” and like terms in this description, we are referring to APS.
When we offer debt securities in the future, the prospectus supplement will explain the particular terms of
those sccuritics and the extent to which any of these general provisions wil! not apply.

We can issue an unlimited amount of debt securities under the indentures listed below. We can issue
debt securities from time to time and in one or more series as determined by us. In addition, we can issue
debt securitics of any series with terms different from the terms of debt securities of any other serics and
the terms of particular debt securities within any series may differ from each other, all without the consent
of the holders of previously issued series of debt securities. From time to time, without notice to, or the
consent of, the existing holders of any series of debt securities then outstanding, we may create and issue
additional debt securities equal in rank and having the same maturity, payment terms, redemption
features, and other terms as the debt securities of such series, except for payment of interest accruing prior
to the issue date of the additional debt securities and (under some circumstances) for the first payment of
interest following the issue date of the additional debt securities. The additional debt securities may be
consolidated and form a single series with previously issued debt securities of the affected series.

The debt securities will be our direct, unsecured obligations. The debt securities may be issued in onc
or more new serics uader:

« an Indenture, dated as of January 15, 1998, as amended from time to time, between JPMorgan
Chase Bank, N.A. and us, in the case of scnior debt securities; or

* an Indenture, dated as of January 1, 1995, as amended from time to time, between The Bank of
New York and us, in the case of subordinated debt securities.

We have summarized the material provisions of the Indentures below. We have filed the Indentures as
exhibits to the registration statement. You should read the Indentures in their entirety, including the
definitions, together with this prospectus and the prospectus supplement before you make any investment
decision. Although separate Indentures are used for subordinated debt securities and senior debt
securities, references to the “Indenture” and the description of the “Indenture” in this section apply to
both Indentures, unless otherwise noted.

You should refer to the prospectus supplement attached to this prospectus for the following
information about a new series of debt securities:

« title of the debt securities;

* the aggregate principal amount of the debt securities or the series of which they are a part;
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the date on which the debt securities maturc;

the interest rate;

when the interest on the debt securities accrues and is payable;

the record dates for the payment of interest;

places where principal, premium, or interest will be payable;

periods within which, and prices at which, we can redeem debt securitics at our option;

any obligation on our part to redeem or purchase debt securities pursuant 1o a sinking fund or at
the option of the holder;

denominations and multiples at which debt securities will be issued if ather than $1,000;

-

any index or formula from which the amount of principal or any premium or interest may be
determined;

any allowance for alternative currencics and determination of value;

-

whether the debt securities are defeasible under the terms of the Indenture;

»

whether we are issuing the debt sccurities as global securities;

»

any additional or different events of default and any change in the right of the trustee or the holders
to declare the principal amount due and payable if there is any default;

« any addition to or change in the covenants in the Indenture; and
* any other terms.

We may sell the debt securities at a substantial discount below their principal amount. The prospecius
supplement may describe special federal income tax considerations that apply to debt securities sold at an
original issuc discount or to debt securitics that are denominated in' a currency other than United States
dollars.

We must obtain the approval of the Arizona Corporation Commission (“ACC"}, before incurring
long-term debt. An existing: ACC order allows us to have approximately $2.7 billion in principal amount of
long-tcrm debt outstanding at any one time, not including $500 million of long-term debt we issucd on
May 12, 2003, pursuant to a separate ACC order. We do not expect these orders to limit our ability to meet
our capital requirements.

Unless the applicable prospectus supplement specifies otherwise, the debt securities will not be listed
on any securities exchange.

Other than the protections described in this prospectus and in the related prospectus supplement,
holders of debt securities would not be protected by the covenants in the Indenture from a highly-
leveraged transaction.

Subordination

The Indenture relating to the subordinated debt securities states that, unless otherwise provided in a
supplemental indenture or a board resolution, the debt securities will be subordinate to ail senior debt.
This is true whether the senior debt is outstanding as of the date of the Indenture or is incurred afterwards.
The balance of the information under this heading assumes that a supplemental indenture or a board
resolution results in a series of debt securities being subordinated obligations.
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The Indenture states that we cannot make payments of principal, premium, or interest on the
subordinated debt if:

* the principal, premium or interest on senior debt is not paid when due and the applicable grace
period for the default has ended and the default has not been cured or waived; or

* the maturity of any senior debt has been accelerated because of a default.

The Indenture provides that we must pay all senior debt in full before the holders of the subordinated
debt securities may receive or retain any payment if our assets are distributed to our creditors upon any of
the following:

« dissolution;

* winding-up;

* liquidation;

» reorganization, whether voluntary or involuntary;
* bankruptcy;

* insolvency;

e receivership; or

* any other procecdings.

The Indenture provides that when all amounts owing on the senior debt are paid in full, the holders of
the subordinated debt securities will be subrogated to the rights of the holders of senior debt to receive
payments or distributions applicable to senior debt.

The Indenture defines senior debt as the principal, premium, interest and any other payment due
under any of the following, whether outstanding at the date of the Indenture or thereafter incurred,
created or assumed:

» all of our debt evidenced by notes, debentures, bonds, or other securities we sell for money;

all debt of others of the kinds described in the preceding bullet point that we assume or guarantee
in any manner; and

all renewals, extensions, or refundings of debt of the kinds described in either of the two preceding
bullet points.

However. the preceding will not be considered senior debt if the document creating the debt or the
assumption or guarantee of the debt states that it is not superior to, or that it is on equal footing with, our
subordinated debt securities.

The Indenture does not limit the aggregatc amount of senior debt that we may issuc.

Form, Exchange, and Transfer

Each series of debt securities will be issuable only in fully registered form and without coupons. In
addition, unless otherwise specified in a prospectus supplement, the debt securities will be issued in
denominations of $1,000 and multiples of $1,000. We, the trustee, and any of our agents may treat the
registered holder of a debt security as the absolute owner for the purpose of making payments, giving
notices, and for all other purposes.

The holders of debt securities may exchange them for any other debt securities of the same serics, in
authorized denominations, and equal principal amount. However, this type of exchange will be subject to
the terms of the Indenture and any limitations that apply to global securities.
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A holder may transfer debt securities by presenting the endorsed security at the office of a security
registrar or at the office of any transfer agent we designate. The holder will not be charged for any
exchange ‘or registration of transfer, but we may requirc payment to cover any tax or other governmental
charge in connection with the transaction. We have appointed the trustce under each Indenture as security
registrar. A prospectus supplement will name any transfer agent we designate for any debt securities if
different from the security registrar, We may designate additional transfer agents or rescind the
designation of any transfer agent or approve a change in the office through which any transfer agent acts at
any time, except that we will maintain a transfer agent in each place of payment for debt securities,

| If the debt securities of any series are to be redeemed in part, we will not be required to do any of the
| following:

* issue, register the transfer of, or exchange any debt securities of that series and/or tenor beginning
15 days before the day of mailing of a notice of redemption of any debt security that may be
selected for redemption and ending at the close of business on the day of the mailing; or

« register the transfer of or exchange any debt sccurity selected for redemption, except for an
unredeemed portion of a debt security that s being redeemed in part.

Payment and Paying Agents

Unless otherwise indicated in the applicable prospectus supplement, we will pay inferest on a debt
security on any interest payment date to the person in whose name the debt security is registered.

Unless otherwise indicated in the applicable prospectus supplement, the principal, premium, and
interest on the debt securities of a particular series will be payable at the office of the paying agents that we
may designate. However, we may pay any interest by check mailed to the address, as it appears in the
security register, of the person entitled to that interest. Also, unless otherwise indicated in the applicable
prospectus supplement, the corporate trust office of the trustee in The City of New York will be our sole
paying agent for payments with respect to debt securities of each series. Any vther paying agent that we
initially designate for the debt securitics of a particular series will be named in the applicable prospectus
supplement. We may at any time designate additional paying agents or rescind the designation of any
paying agent or approve a change in the office through which any paying agent acts, cxcept that we will
maintain s paying agent in each place of payment for the debt securities of a particular series.

All money that we pay to a paying agent for the payment of the principal, premium, or interest on any
debt security that remains unclaimed at the end of two years after the principal, premium, Or interest has
become due and payable will be repaid to us, and the holder of the debt security may look only to us for
payment.
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Unless otherwise indicated in the applicable prospectus supplement, we may not:

consolidate with or merge into any other entity;

convey, transfer, or lease our properties and assets substantially as an entirety to any entity; or

permit any entity to consolidate with or merge into us or convey, transfer, or lease its properties and
assets substantially as an entirety to us,

|

\

Consolidation, Merger, and Sale of Assets
|

| unless the following conditions are met:
|

the successor entity is a corporation, partnership, unincorporated organization or trust organized
and validly existing under the laws of any domestic jurisdiction and assumes our obligations on the
debt securities and under the Indenture;

immediately after giving effect to the transaction, no event of default, and no event which, after
notice or lapse of time or both, would become an event of default, shall have occurred and be
continuing; and

other conditions are met.

Upon any such merger, consolidation, or transfer or lease of properties, the successor person will be
substituted for us under the Indenture, and, thereafter, cxcept in the case of a lease, we will be relieved of
all obligations and covenants under the Indenture and the debt securities.

Events of Default

Each of the following will be an event of default under the Indenture with respect to debt securities of
any series:

* our failure to pay principal of or any premium on any debt security of that series when due;

* our failure to pay any interest on any debt securities of that series when due, and the continuance of
that failure for 30 days;

our failure to deposit any sinking fund payment, when due, in respect of any debt securities of that
series;

our failure to perform any of our other covenants in the Indenture relating to that series and the
continuance of that failure for 90 days after written notice has been given by the trustee or the
holders of at least 25% in principal amount of the outstanding debt securities of that series;

bankruptcy, insolvency, or reorganization events involving us; and

any other event of default for that series described in the applicable prospectus supplement.

If an event of default occurs and is continuing, other than an event of default relating to bankruptcy,
insolvency, or reorganization, either the trustee or the holders of at least 25% in aggregate principal
amount of the outstanding debt securitics of the affected series may declare the principal amount of the
debt securitics of that scries to be due and payable immediately. In the case of any debt security that is an
original issuc discount security or the principal amount of which is not then determinable, the trustee or
the holders of at least 25% in aggregate principal amount of the outstanding debt sccurities of that scrics
may declare the portion of the principal amount of the debt security specified in the terms of such debt
security to be immediately due and payable upon an event of default.

If an event of default involving bankruptcy, insolvency, or reorganization occurs, the principal amount
| of all the debt securities of the affected series will automatically, and without any action by the trustce or
any holder, become immediately due and payable. After any acceleration, but before a judgment or decree
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bascd on acceleration, the holders of a majority in aggregate principal amount of the outstanding debt
securities of that series may rescind and annul the acceleration if all events of default, other than the
non-payment of accelerated principal, have been cured or waived -as provided in the Indenture.

The trustee will be under no obligation to exercise any of its rights or powers under the Indenture at
the request or direction of any of the holders, unless the holders have offered the trustee reasonable
indemnity. Subject to provisions for the indemnification of the trustee, the holders of a majority in
principal amount of the ocutstanding debt securities of any series will have the right to direct the time,
method, and place of conducting any proceeding for any remedy available 1o the trustce, or exercising any
trust or power conferred on the trustee, with respect to the debt securities of that series.

No holder of a debt security of any series will have any right to institute any proceeding under the
indenture, or for the appointment of a receiver or a trustee, or for any other remedy under the Indenture,
unless:

« the holder has previously given the trustee written notice of a continuing event of default with
respect to the debt secyrities of that series;

« the holders of at least 25% in aggregate principal amount of the outstanding debt securities of that
series have made written request, and the holder ot holders have offered reasonable indemnity, to
the trustee to institute the proceeding as trustee; and

« the trustee has failed to institute the procueding, and has not received from the holders of a
majority in aggregate principal amount of the outstanding debt securities of that series a direction
inconsistent with the request within 60 days after the notice, request, and offer of indemnity.

The limitations provided above do not apply to a:suit institutcd by a holder of a debt security for the
enforcement of payment of the principal, premium, or interest on the debt security on or aftcr the
applicabie due date.

We are required to furnish to the trustee annually a certificate of various officers stating whether or
not we are in default in the performance or observance of any of the terms, provisions, and conditions of
the Indenture and, if so, specifying all known defaults.

Modification and Waiver

In limited cases we and the trustee may make modifications and amendments to the Indenture
without the consent of the holders of any. series of debt securities. We and the trustee may also make
modifications and amendments to the Indenture with the consent of the holders of not less than 66%% in
aggregate principal amount of the outstanding debt securities of each series affected by the modification or
amendment. However, without the consent of the holder of cach outstanding debt security affected, no
modification or amendment may:

« change the stated maturity of the principal of, or any installment of principal of or interest on, any
debt security;

reduce the principal amount of, or any premium or interest on, any debt security;

reduce the amount of principal of an original issue discount security or any other debt security
payable upon acceleration of the maturity of the security;

change the place or currency of payment of principal of, or any premium or interest on, any debt
security;

impair the right to institute suit for the enforcement of any payment on or with respect to any debt
| security; or
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» reduce the percentage in principal amount of outstanding debt securities of any series, the consent
of whose holders is required for modification or amendment of the Indenture or is necessary for
waiver of compliance with certain provisions of the Indenture or of certain defaults, or modify the
provisions of the Indenture relating to modification and waiver.

{n general, compliance with certain restrictive provisions of the Indenture may be waived by the
| holders of not less than 66%% in aggregate principal amount of the outstanding debt securities of any
1 series. The holders of a majority in aggregate principal amount of the outstanding debt securities of any
| series may waive any past default under the Indenture, except:

* a default in the payment of principal, premium, or interest; and

* a default under covenants and provisions of the Indenture which cannot be amended without the
consent of the holder of each outstanding debt security of the affected series.

In determining whether the holders of the requisite principal amount of the outstanding debt
securities have given or taken any direction, notice. consent, waiver, or ather action under the Indenture as
of any date:

» the principal amount of an outstanding original issuc discount security will be the amount of the
principal that would be due and payablc upon acceleration of the maturity on that date,

* if the principal amount payable at the stated maturity of a debt security is not determinable, the
principal amount of the outstanding debt security will be an amount determined in the manner
prescribed for the debt security; and

+ the principal amount of an outstanding debt security denominated in one or more foreign
currencies will be the U.S. dollar equivalent of the principal amount of the debt security or, in the
case of a debt security described in the previous bullet point above, the amount described in that
bullet point,

If debt securities have been fully defeased or if we have deposited money with the trustec to redeem
debt securities, they will not be considered outstanding.

Except in limited circumstances, we will be cntitled to set any day as a record date for the purpose of
determining the holders of outstanding debt securitics of any series entitled to give or take any direction,
notice, consent, waiver, or other action under the Indenture. In limited circumstances, the trustee will be
entitled to set a record date for action by holders. If a record date is set for any action to be taken by
holders of a particular series, the action may be taken only by persons who ate holders of outstanding debt
securities of that series on the record date. To be cffective, the action must be taken by holders of the
requisite principal amount of the debt securitics within a specified period following the record date. For
any particular record date, this period will be 180 days or any other shorter period that we may specify. The
period may be shortened or lengthened, but not beyond 180 days.

i Defeasance and Covenant Defeasance

We may elect to have the provisions of the Indenture relating to defeasance and discharge of
| indebtedness, or defeasance of restrictive covenants in the Indenture, applied to the debt securities of any
| series, or to any specified part of a series. The prospectus supplement used in connection with the offering
of any debt securities will state whether we can make these elections for that series.

Defeasance and Discharge

We will be discharged from all of our obligations with respect to the debt securities of a scrics if we
deposit with the trustee money in an amount sufficient to pay the principal, premium, and interest on the
debt securities of that series when due in accordance with the terms of the Indenture and the debt

|
|
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sccurities. We can also deposit securities that will provide the necessary monies. However, we will not be
discharged from the obligations to exchange or register the transfer of debt securities, to replace stolen,
lost, or mutilated debt securities, to maintain paying agencies, and to hold moneys for payment in trust.
The defeasance or discharge may occur only if we deliver to the trustee an opinion of counsel stating that
we have received from, or there has been published by, the United States Internal Revenue Service a
ruling, or there has been a change in tax law, in either case to the effect that holders of such debt securities:

« will not recognize gain or loss for federal income tax purposes as a result of the deposit, defeasance,
and discharge; and

« will be subject to federal income tax on the same amount, in the same manner, and at the same
times as would have been the case if the deposit, defeasance, and discharge were not to occur.

Defeasance of Covenants

We may elect to omit compliance with restrictive -covenants in the Indenture and any additional
covenants that may be described in the applicable prospectus supplement for a series of debt securities.
This election will preclude some actions from being considered defaults under the Indenture for the
applicable series. In order to exercise this option, we will be required to deposit, in trust for the benefit of
the holders of debt securities, funds in an amount sufficient to pay the principal, premium and interest on
the debt securities of the applicable series. We may also deposit securities that will provide the necessary
monies. We will also be required to deliver to the trustee an opinion of counsel to the effect that holders of
the debt securities will not recognize gain or loss for federal income tax purposes as a result of such deposit
and defeasance of certain obligations and will be subject to federal income tax on the same amount, in the
same mianner and at the same times as would have been the case if the deposit and defeasance were not to
occur, Tf we exercise this option with respect to any debt securities and the debt securities are declared due
and payable because of the occurrence of any event of default, the amount of funds deposited in trust
would be sufficient to pay amounts due on the debt securities at the time of their respective stated
maturities but may not be sufficient to pay amounts due on the debt securities on any acceleration resuiting
from an event of default. In that case, we would remain liable for the additional payments. .

Governing Law

The law of the State of New York will govern the Indenture and the debt securities.

Global Securities

Some or all of the debt securities of any series may be represented, in whole or in part, by one or more
global securities, which will have an aggregate principal amount equal to that of the debt securities they
represent. We will register each global security in the name of a depositary or nominee identified in a
prospectus supplement and deposit the global security with the depositary or nominee. Each global
security will bear a legend regarding the restrictions on exchanges and registration of transfer referred to
below and other matters specified in a supplemental indenture to the Indenture.

No global security may be exchanged for debt securities registered, and no transfer of a global security
may be registered, in the name of any person other than the depositary for the global security or any
nominee of the depositary, unless:

| « the depositary has notified us that it is unwilling or unable to continue as depositary for the global
security or has ceased to be qualified to act as depositary;

| « a default has occurred and is continuing with respect to the debt securities represented by the global
security; or
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prospectus supplement.

We will register all securities issued in exchange for a global security or any portion of a global security

+ any other circumstances exist that may be described in the applicable supplemental indenture and
| in the names specified by the depositary.

|

|

As long as the depositary or its nominee is the registered holder of a global security, the depositary or
nominee will be considered the sole owner and holder of the global security and the debt securities that it
represents. Except in the limited circumstances referred to above, owners of beneficial interests in a global
security will not: '

« be entitied to have the global security or debt securities registered in their names;

« receive or be entitled to receive physical delivery of certificated debt securities in exchange for a
global security; and

« be considered to be the owners or holders of the global security or any debt securities for any
purpose under the Indenture.

We will make all payments of principal, premium, and interest on a global security to the depositary or
its nominee. The laws of some jurisdictions requirc that purchasers of securities take physical delivery of
securities in definitive form. These laws make it difficult to transfer beneficial intercsts in a global security.

Ownership of beneficial interests in a global security will be limited to institutions that have accounts
with the depositary or its nominee, referred to as Participants, and to persons that may hold beneficial
interests through Participants. In connection with the issuance of any global security, the depositary will
credit, on its book-entry registration and transfer system, the respcctive principal amounts of debt
securities represented by the global security to the accounts of its Participants. Ownership of beneficial
interests in a global security will only be shown on records maintained by the depositary or the Participant.
Likewise, the transfer of ownership interests will be effected only through the same records. Payments,
transfers, exchanges, and other matters relating to beneficial interests in a global security may be subject to
various policies and procedures adopted by the depositary from time to time. Neither we, the trustee, nor
any of our agents will have responsibility or liability for any aspect of the depositary’s or any Participant’s
records relating to, or for payments made on account of, beneficial interests in a global security, or for
maintaining, supervising, or reviewing any records relating to the beneficial interests.

Regarding the Trustee

JPMorgan Chase Bank, N. A. is the trustee under the [ndenture relating to the senior debt securities.
We and our affiliates maintain normal commercial and banking relationships with JPMorgan Chase Bank,
N.A. In addition, an affiliate of JPMorgan Chase Bank, N.A. is the owner participant under a trust to
which we sold and Jeased back a portion of Palo Verde Unit 2. In the future JPMorgan Chase Bank, N.A.
and its affiliates may provide banking, investment and other services to us and our affiliates.

“The Bank of New York is the trustee under the Indenture relating to the subordinated debt securities.
| It is also trustee of Pinnacle West's pension plan and under various indentures covering securities issued by
our affiliates or on our behalf. We and our affiliates maintain normal commercial and banking
relationships with The Bank of New York, including The Bank of New York serving as transfer agent and
registrar for Pinnacle West’s common stock. In the future The Bank of New York and its affiliates may
provide banking, investment and other services to us and our affiliates.

EXPERTS

The consolidated financial statements, the related consolidated financial statement schedule, and
management’s report on the effectiveness of internal control over financial reporting incorporated in this
prospectus by reference from the Pinnacle West Capital Corporation Annual Report on Form 10-K have
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been audited by Deloitte & Touche LLP, an independent registered public accounting firm, as stated in
their report, which is incorporated herein by reference, and has been so incorporated in reliance upon the
report of such firm given upon their authority as experts in accounting and auditing.

effectiveness of internal control over financial reporting incorporated in this prospectus by reference from
the Arizona Public Service Company Annual Report on Form 10-K have been audited by Deloitte &
Touche LLP, an independent registeréd public accounting firm, as stated in their report, which is
incorporated herein by reference, and has been so incorporated in reliance upon the report of such firm
given upon their authority as experts in accounting and auditing.

|
|
|
|
|
\
|
|
|
The financial statements, the related financial statement schedule, and management’s report on the

LEGAL OPINIONS

Snell & Wilmer L.L.P, One Arizona Center, Phoenix, Arizona 85004, will opine on the validity of the
offered securities. We currently anticipate that Pillsbury Winthrop Shaw Pittman LLE, 1540 Broadway,
New York, New York 10036, will pass on certain legal matters with respect to the offered securities for any
underwriters. Snell & Wilmer L.L.P. may rely as to all matters of New York faw upon the apinion of
Pillsbury Winthrop Shaw Pittman LLP. Pillsbury Winthrop Shaw Pittman LLP may rely as to all matters of
Arizona law upon the opinion of Snell & Wilmer L.L.P.
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Message Page 1 of 3

McGill, James T(Z71171)

From: Schumacher, Laura [Laura.Schumacher@moodys.com)
Sent:  Monday, February 23, 2009 6:56 AM

To: McGill, James T(Z71171)

Subject: RE: Liquidity Info

ok thanks

-----Qriginal Message-----

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Monday, February 23, 2009 8:50 AM

To: Schumacher, Laura

Subject: RE: Liquidity Info

One tranch. We have a call with underwriters at 9 your time to decide if we'll go today. 1 just got off the phone: with one of
them and they are going to recommend that we do.

From: Schumacher, Laura [mailto:Laura.Schumacher@moodys.com]
Sent: Monday, February 23, 2009 6:40 AM

To: McGill, James T(Z71171)

‘Subject: RE: Liquidity Info

Thanks..only one tranch? And still anouncing today?

-----Original Message-----

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Monday, February 23, 2009 8:38 AM

To: Schumacher, Laura

Subject: FW: Liquidity Info

Laura,
We won't be issuing the notes with a put option - just a ten year bullet.

Jim

From: McGill, James T(Z71171)

Sent: Sunday, February 22, 2009 1:31 PM
To: Schumacher, Laura

Subject: RE: Liquidity Info

Laura, '

It is possible that we will be going to market first thing Monday (2/23) morning. Could you please fax (or send a

pdf) your rating lefter asap so | can forward it to underwriters counsel. Also, we are considering doing a 10 year note
with a put option in year 4. Wouid that result in a different rating? | will forward potential language. We haven't put it in
a pro supp yet.

Jim

From: Schumacher, Laura [mailto:Laura.Schumacher@moodys.com]
Sent: Wed 2/18/2009 2:29 PM
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Message

3/23/2009

Page 2 of 3

To: McGill, James T(Z71171)
Subject: RE: Liquidity Info

Jim,

We notice the Pinnacle information is consolidated. Can you please also give us the baiances for the holding company
onfy? Can you also tell us of the outstanding balances, how much is cash draws vs LCs vs CP cover (if any).

Thanks,
Laura

-—---Original Message---—

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Monday, February 16, 2009 11:20 AM

To: Schumacher, Laura

Subject: Liquidity Info

Laura,
Here is a summary of our cash position and revolvers as of 12/31/08.

Mitchell's request for consolidating financial statements referenced 2007 statements. Did he mean 20087 The
2008 statements have not been completed yet.

Jim

<<200812-31 Liquidity.xls>>

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or
proprietary information. If you have received it in error, please notify the sender immediately and
delete the original and any copy or printout. Unintended recipients are prohibited from making any
other use of this e-mail. Although we have taken reasonable precautions to ensure no viruses are
present in this e-mail, we accept no liability for any loss or damage arising from the use of this e-mail
or attachments, or for any delay or errors or omissions in the contents which result from e-mail
transmission.

The information contained in this e-mail message, and any attachment thereto, is confidential and may
not be disclosed without our express permission. If you are not the intended recipient or an employee
or agent responsible for delivering this message to the intended recipient, you are hereby notified that
you have received this message in error and that any review, dissemination, distribution or copying of
this message, or any attachment thereto, in whole or in part, is strictly prohibited. If you have received
this message in error, please immediately notify us by telephone, fax or e-mail and delete the message
and all of its attachments. Thank you. Every effort is made to keep our network free from viruses. You
should, however, review this e-mail message, as well as any attachment thereto, for viruses. We take no
responsibility and have no liability for any computer virus which may be transferred via this e-mail
message.
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Message Page 3 of 3

The information contained in this e-mail message, and any attachment thereto, is confidential and may not

" be disclosed without our express permission. If you are not the intended recipient or an employee or agent
responsible for delivering this message to the intended recipient, you are hereby notified that you have
received this message in error and that any review, dissemination, distribution or copying of this message, or
any attachment thereto, in whole or in part, is strictly prohibited. If you have received this message in error,
please immediately notify us by telephone, fax or e-mail and delete the message and all of its attachments.
Thank you. Every effort is made to keep our network free from viruses. You should, however, review this e-
mail message, as well as any attachment thereto, for viruses. We take no responsibility and have no liability
for any computer virus which may be transferred via this e-mail message.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
this e-mail message.
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RE: Indenture

McGill, James T(Z71171)

Page 1 of 2

From: Bettinelli, Antonio [Antonio_Bettinelli@standardandpoors.com]
Sent: Monday, February 23, 2008 7:39 AM

To: McGill, James T(Z71171)

Subject: RE: indenture

Once 1 have the pricing info, I can generate a ratings letter,

—----Original Message--—--

From: James MCgill@pinnaclewest.com [mailto:James MCgill@pinnaclewest.com]
Sent: Sunday, February 22, 2009 03:39 PM Eastern Standard Time

To; Bettineili, Antonio

Subject: RE: Indenture

Tony,

It is possible that we will be going to the market with our bond deal Monday (2/23) morning. Would you please fax me or send me a pdf of your
rating letter so I can send it to our underwriters. Also, we are considering issuing a 10 year note with a put option in year 4. Would that change

your view on the rating?

Jim

From: Bettinelli, Antonio [mailto:Antonio_Bettinelli@standardandpoors.com]
Sent: Fri 2/6/2009 9:59 AM

To: McGill, James T(Z71171)

Subject: RE: Indenture

I'll be at my desk. Just call when available,

Sent: Thursday, February 05, 2009 5:27 PM
To: Bettinelli, Antonio
Subject: Re: Indenture

From: James. MCgili@pinnaclewest.com {mailto:Jamg;.M(‘gi_ll@pjpmgi@wggg_,_cgm]

Open 7 to 9 and 10 to 12 (Phx time)

From: Bettinélli, Antonio

To: McGill, James T(Z71171)
Sent: Thu Feb 05 17:11:54 2009
Subject: RE: Indenture

Let's chat tomorrow. What works for you?

From: James MCgill@pinnaclewest.com [mailto:James MC gill@pinnaclewest.com]
Sent: Wednesday, February 04, 2009 3:05 PM
To: Bettinelli, Antonio

3/23/2009
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RE: Indenture Page 2 of 2

Subject: Indenture

Tony,
Attached is the indenture for the potential upcoming debt issue. Let me know if you have any questions.

Jim
<<US_NE_ 500297215_3.DOC>>

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary information. If you have received it in
error, please notify the sender immediately and delete the original and any copy or printout. Unintended recipients are prohibited from making any
other use of this e-mail. Although we have taken reasonable precautions to ensure no viruses are present in this e-mail, we accept no liability for
any loss or damage arising from the use of this e-mail or attachments, or for any delay or errors or omissions in the contents which result from e-
mail transmission.

The information contained in this message is intended only for the recipient, and may be a confidential attomey-client communication or may
otherwise be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an employee
or agent responsible for delivering this message to the intended recipient, please be aware that any dissemination or copying of this
communication is strictly prohibited. If you have received this communication in error, please immediately notify us by replying to the message
and deleting it from your computer. The McGraw-Hill Companies, Inc. reserves the right, subject to applicable local law, to monitor and review
the content of any electronic message or information sent to or from McGraw-Hill employee e-mail addresses without informing the sender or
recipient of the message.
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Rating letter

McGill, James T(Z71171)

Page 1 of 1

From: Schumacher, Laura [Laura.Schumacher@moodys.com]
Sent: Monday, February 23, 2009 8:07 AM

To: McGill, James T(Z71171)

Subject: Rating letter

Attachmerits: APS RL for Notes 2-23-091.pdf
Jim, attached is the letter you requested. Please also give me a call.

Thanks, Laura

<<APS RL for Notes 2-23-091 .pdf>>

Laura Schumacher
Moody's Investors Service
7 World Trade Center

250 Greenwich Street

New York, New York 10007

phone: (212) 553-3853
fax:  (212) 298-6316
laura.schumacher@moodys.com

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via

this e-mail message.

3/23/2009
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@

Moody’s investors Service

7 World Trade Center at 250 Greenwich Street
New York, NY 10007

February 23, 2009

Mr. Chris Froggatt

Vice President and Treasurer
Pinnacle West Capital Corporation
400 North 5™ Street, 19™ Fi

Mail Station 9996

Phoenix, AZ 85004

Dear Chris:

Per your request, Moody's Investors Service has reviewed a Preliminary Prospectus
Supplement (To Prospectus Dated June 28,2006) dated February 23, 2009 relating to Arizona
Public Service Company's issuance of approximately $500 million of Notes due 2019.

Based upon our review and subjéct to final documentation, it is Moody’s opinion that the
Notes, which represent senior unsecured obligations of Arizona Public Service Company, be
assigned a rating of Baa2.

Moody's rating is subject to revision or withdrawal at any time without prior notice. The rating
and any revisions and withdrawals thereof are publicly disseminated by Maody's through
normal print and electronic media and in response to oral requests to Moody's rating desk.

If | may be of further assistance, please call me at (212) 553-3853.

Laura Schumacher
Vice President - Senior Analyst
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McGill, James T(271171)

From: Schumacher, Laura [Laura.Schumacher@moodys.com]
Sent: Monday, February 23, 2009 8:29 AM

To: MeGill, James T(Z271171)

Subject: For Review

Attachments: APS PressRelease for review 2008-02-23 0947 .dot
Jim
Jim attached is a draft of a press release we plan to issue this morning affirming our ratings of APS and Pinnacle. Please review for
1) factual accuracy, and 2) to be sure we are not disclosing information that should remain private.

Please get back to me as soon as possible this morning with any corrections.

Thanks,
Laura

<<APS PressRelease for review 2008-02-23 0947 .dot>>

Laura Schumacher
Moody's Investors Service
7 World Trade Center

250 Greenwich Street

New York, New York 10007

phone: (212) 553-3853
fax:  (212) 298-6316
laura.schumacher@moodys.com

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
this e-mail message.
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New York New York

Laura Schumacher William L. Hess

Vice President - Senior Analyst Managing Director

Global Infrastructure Finance Global Infrastructure Finance

Moody's Investors Service - New York Moody's Investors Service - New York
NY NY

JOURNALISTS: 212-553-0376 JOURNALISTS: 212-553-0376

SUBSCRIBERS: 212-553-1653 , SUBSCRIBERS: 212-553-1653 -

Moody’s affirms ratings of APS & Pinnacle West

Approximately $3.4 billion of debt securities affected

New York, <Rating Date Pending> -- Moody’s affirms ratings of APS & Pinnacle West

Approximately $3.4 billion of debt securities affected

Moody’s affirmed the ratings of Pinnacle West Capital Corporation (Pinnacle, Baa3
senior unsecured) and its subsidiary, Arizona Public Service Company (APS, Baa2
senior unsecured). The outlooks remain stable. Moody’s also assigned a Baa2 rating to

approximately $500 million of unsecured debt to be issued by APS.

The affirmation reflects both companies’ continued financial and operating performance
as well as recent decisions and recommendations of the Arizona Corporation

Commission (ACC) and the ACC Staff; respectively, which in our opinion appear to be
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somewhat more supportive than had historically been the case. The affirmation also
incorporates our expectation that, assuming reasonably supportive regulatory treatment,
cash flow metrics will remain approximately within the ranges demonstrated in 2007
and 2008. In addition, the affirmation considers the recent impairment charge taken at
SunCor, Pinnacle’s real estate development subsidiary, and recognizes that Pinnacle’s

overall real estate exposure is limited.

“APS is currently experiencing improved cash flow partially as a result of the
implementation of enhanced recovery mechanisms such as its forward looking power
supply adjustor (PSA), a transmission cost adjustor and cash in aid of construction
along with an interim increase approved in December” said Laura Schumacher, Vice
President & Senior Analyst at Moody’s. “Though regulatory lag persists as a result of
the use of historic test years and the time required for rate case decisions, Moody’s
believes this pressure may be modestly relieved, or shifted, as a result the slowdown of
growth in APS’ service territories. We also believe the potential for rate settlements has

increased, which could also potentially reduce lag.”

Moody's last rating actions on Pinnacle West and APS occurred July 25, 2008 when the

outlooks were revised to stable from negative.

The principal methodology used in rating Pinnacle West and APS was Rating

Methodology: Global Regulated Electric Utilities. It can be found at www.moodys.com

in the Credit Policy & Methodologies directory, in the Ratings Methodology
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subdirectory. Other methodologies and factors that may have been considered in the
process of rating this issuer can also be found in the Credit Policy & Methodologies

directory.

Pinnacle West Capital Corporation, headquartered in Phoenix, Arizona, provides
electric service to a substantial portion of the state of Arizona, sells energy-related
products and services, and develops residential, commercial and industrial real estate.
Pinnacle conducts its business through its subsidiaries. Wholly-owned Arizona Public

Service Company is its principal subsidiary.

end
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Press Release Page 1 of 1

McGill, James T(Z71171)

From: Schumacher, Laura [Laura.Schumacher@moodys.com]
Sent: Monday, February 23, 2009 9:33 AM

To: McGill, James T(Z71171)

Subject: Press Release

Attachments: PNW 2.23.09 Press Release,pdf
Jim,
The press release is out. Attached is a padf copy.

Regards,
Laura

<<PNW 2.23.09 Press Release.pdf>>

Laura Schumacher
Moody's Investors Service
7 World Trade Center

250 Greenwich Street

New York, New York 10007

phone: (212) 553-3853
fax:  (212) 298-6316
laura.schumacher@moodys.com

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
this e-mail message.
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Global Credit Research
Rating Action

Moody’s investors Service 23 FEB 2009
Rating Action: Arizona Public Service Company

Moody's affirms ratings of APS & Pinnacle West

Approximately $3.4 billion of debt securities affected

New York, February 23, 2009 - Moody's affirmed the ratings of Pinnacle West Capital Corporation (Pinnacle,
Baa3 senior unsecured) and its subsidiary, Arizona Public Service Company (APS, Baa2 senior unsecured).
The outiooks remain stable. Moody's also assigned a Baa?2 rating to approximately $500 million of unsecured
debt to be issued by APS.

The affirmation reflects both companies' continued financial and operating performance as well as recent
decisions and recommendations of the Arizona Corporation Commission (ACC) and the ACC Staff;
respectively, which in our opinion appear to be somewhat more supportive than had historically been the
case. The affirmation also incorporates our expectation that, assuming reasonably supportive regulatory
freatment, cash flow metrics will remain approximately within the ranges demonstrated in 2007 and 2008. In
addition, the affirmation considers the recent impairment charge taken at SunCor, Pinnacle's real estate
development subsidiary, and recognizes that Pinnacie's overall real estate exposure is limited.

“APS is currently experiencing improved cash flow partially as a result of the implementation of enhanced
recovery mechanisms such as its forward looking power supply adjustor (PSA), a transmission cost adjustor
and cash in aid of construction along with an Interim increase approved in December” said Laura
Schumacher, Vice President & Senior Analyst at Moody's. *Though regulatory lag persists as a result of the
use of historic test years and the time required for rate case decisions, Moody's believes this pressure may
be modestly relieved, or shifted, as a result the slowdown of growth in APS' service territories. We also
believe the potential for rate settiements has increased, which could also potentially reduce lag.”

Moody's last rating actions on Pinnacie West and APS occurred July 25, 2008 when the outiooks were
revised to stable from negative.

The principal methodology used in rating Pinnacle West and APS was Rating Methodology: Glabal
Regulated Electric Utilities. It can be found at www.moodys.com in the Credit Policy & Methodologies
directory, in the Ratings Methodology subdirectory. Other methodologies and factors that may have been
considered in the process of rating this issuer can also be found in the Credit Policy & Methodologies
directory.

Pinnacle West Capital Corporation, headquartered in Phoenix, Arizona, provides electric service to a
substantial portion of the state of Arizona, sells energy-related products and services, and develops
residential, commercial and industrial real estate. Pinnacle conducts its business through its subsidiaries.
Wholly-owned Arizona Public Service Company is its principal subsidiary.

New York

Laura Schumacher

Vice President - Senior Analyst
Global Infrastructure Finance
Moody's Investors Service
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653

New York

William L. Hess

Managing Director

Giobal Infrastructure Finance
Moody's Investors Service
JOURNALISTS: 212-6563-0376
SUBSCRIBERS: 212-553-1653

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S (MIS) CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
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IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING,
OR SALE.

© Copyright 2009, Moody's investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
{together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN 1S PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY
FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOQODY'S PRIOR WRITTEN CONSENT. All
information conatained herein is obtained by MOODY'S from sources believed by it tc be accurate and reliable. Because of the
possibility of human or mechanical error as well as other factors, however, such information is provided "as is" without warranty
of any kind and MOODY'S, in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness,
campleteness, merchantability or fitness for any particular purpose of any such information. Under no circumstances shall
MOODY'S have any liability to any person or entity for (a) eny loss or damage in whole or in part caused by, resulting from, or
relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the contro! of MOODY'S or
any of its directors, officers, empioyees or agents in connection with the procurement, collection, compilation, anatysis,
interpretation, communication, publication or delivery of any such information, or (b)-any direct, indirect, special, consequentiai,
compensatory or incidental damages whatsoever (including without limitation, iost profits), even if MOODY'S is advised in
advance of the possibility of such damages, resuiting from the use of or inability to use, any such information. The credit ratings
and financial reporting analysis observations, if any, constituting part of the information contained herein are, and must be
construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any
securities. NO WARRANTY, EXPRESS OR IMPUIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER, Each rating or other opiriion miist be weighed solely as one factor in any
investrment decision made by or on behalf of any user of the informatian contained herein, and each such user must accordingly
make its own study and evaluation of each security and of each issuer and guarantor of, and each provider of credit suppart for,
each security that it may tonsider purchasing, holding or selling.

MOODY'S hereby discloses that most issuers of debt securities (inciuding corporate and municipal bonds, debentures, notes and
commercial paper) and preferred stock rated by MOODY'S have, prior to assighment of any rating; agreed to pay {o MOODY'S for
appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,400,000, Moody's Corporation {MCO)
and its wholly-owned credit rating agency subsidiary, Moody's Investors Service (MIS), alsa maintain policies and procedures to
address the independence of MIS's ratings and rating processes, Information regarding certain affiliations - that may exist
between directors of MCO and rated entities, and between entities who hold ratings {rom MIS and have also publicly reported te
the SEC an ownership Interest in MCO of more than 5%, ‘is posted annually on Moody's website at www.moodys.com under the
heading *Shareholder Relations - Corporate Governance - Dirgctor and Shareholder Affitiation Policy.”
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Draft Updates Page 1 of 1

McGill, James T(Z71171)

From: Schumacher, Laura [Laura.Schumacher@moodys.com]
Sent: Monday, February 23, 2009 10:13 AM

To: McGill, James T(Z71171)

Ce: Moss, Mitchell

Subject: Draft Updates

Attachments: APS Opinion for review.pdf; Pinnacle Opinion for review.pdf
Jim,

Attached are drafts of updated credit opinions for APS and Pinnacle that we plan to post on our website either today or tomorrow.
We would appreciate it if you would review the opinions for factual accuracy and to ensure we are not disclosing information that
should remain private.

Thank you,
Laura
<<APS Opinion for review.pdf>> <<Pinnacle Opinion for review.pdf>>

Laura Schumacher
Moody's Investors Service
7 World Trade Center

250 Greenwich Street

New York, New York 10007

phone; (212) 553-3853
fax:  (212) 298-6316
laura.schumacher@moodys.com

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please inmediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
this e-mail message.

3/23/2009 Page 86 of 174




Arizona Public Service Company - DRAFT - In Progress or Approved Version

Phoenix, Arizona, United States

Category Maody's Rating
Qutlook Stable
issuer Rating Baa2
SrUnsec Bank Credit Facility Baa2
Senior Urisecured

Subordinate Shelf

Arizona Public Service Company

Commerciat Paper pP-2

212.553.3853
212.553.3837

Laura Schumacher/New York
William L. Hess/New York

ACTUALS 2008 2007 2006 2005
{CFO Pre-WIC + Interest) / Interest Expense[1)[2} 4.9x 4.2x 44x 3.6x
(CFO Pre-WIC} / Deby2) 22.8% 18.3% 19.0% 14.5%
{CFO Pre-W/C - Dividends) / Debt{2) 18.8% 14.0% 14.5% 9.7%
{CFO Pre-WIC - Dividends) / Capexi2] 83.4% 58.7% 79.0% 5§3.1%
Debt/ Book Capitalization 41.2% 45.9% 46.0% 47.5%
EBITA Margin 18.1% 22.7% 23.9% 20.9%

[11CFO pre-WIC. which is siso referred to as FFO in the Global Reguizted Eiectric Utitities Rating Methodoiogy. is equat to net cash flow from operations less net changes in working capitat
itemns [2] Changes in risk management and trading assets and liabilities are excluded from CFO Pre-W/C

Opinion:e s
Rating Drivers

Predominantly regulated operations
Regulatory supportiveness increasing, though lag persists
Slowing growth in setvice territory

Appropriate financial metrics

Corporate Profile

Arizona Public Service (APS: Baa2 senior unsecured, stable) is
a vertically integrated electric utility that provides electric ser-
vice to most of the state of Arizona with the major exceptions
of about orie-half of the Phoenix metropolitan area and the
Tucson metropolitan area. APS is the primary subsidiary of
Pinnacle West Capital Corporation (Pinnacle: Baa3 senior
unsecured, stable), a holding company that through its other
subsidiaries sells energy related products and services and
develops residential and commercial real estate.

DETAILED RATING CONSIDERATIONS

Stable cash flows from regulated operations

Almost all of APS' operations are regulated which is gener-
ally viewed as positive for credit quality as regulated cash
flows tend to be more stable and predictable than those of
unregulated companies. APS' operations are regulated by the
Arizona Corporation Commission (ACC), an elected com-
mission that has tenided to render its decisions after prolonged
consideration.

Regulatory supportiveness increasing, though lag persists

APS has generally been awarded relatively reasonable
ROF:s and equity ratios (10.75% and 54% most recently setin
June 2007). However, APS’ ability to earn a reasonable return
on its investment has been limited due ro significant regula-
tory lag. APS’ rate cases have generally been decided in a year
and a halfto two years. This factor coupled with a historic test
year means that rates may reflect a rate base that is more than
two years old.

Reduced regulatory lag for certain items

More recently, some ACC decisions have resulted in
improved recavery of some operating expenses and invest-
ments. Since 2007, the ACC has'added a forward estimate of
power costs to APS’ fuel recovery factor in order to limit cost
deferrals, created automatic cost adjustors allowing APS to
earn on its transmission investments and to recover its spend-
ing for new customer hookups and renewables investments.
APS has also begun to file more frequent rate cases with min-
imal time between rate decision and 2 subsequent filing.

Most recently, in December 2008, the ACC approved a $65
million interim base rate surcharge. APS had requested an
increase of $115 million o improve fuel cost recovery. The
interirh surcharge will help mitigate the lag between APS’
current rate case filingand the ACC final rate decision. On
February 4, 2009, an Administrative Law Judge granted a 30
day suspension to proceedings in APS’ current rate case, filed
June 2007, to allow the parties to continue settlement discus-
sions. Should a settlement be reached, this could also poten-
tially reduce the time w0 an ultimate rate decision.

Growth rate has declined

Growth in APS’ service territory has slowed considerably
from the above average rates of 4-5% annually experienced in
2005 and 2006 to approximately 1-1.5% expected in 2008 and
going forward. Although a growing customer base can pro-
vide a source of increased revenue, assuming timely recovery
of increased growth related investment and increased costs for
fuel and purchased power, it has also resulted in a continuing
need for capital investment and regulatory relief. Moody's
believes a sustained period of slower growth could potentially
temper APS’ need for capital investment which could reduce
its financing requirements and regulatory lag.

Financial Metrics

Since 2006, APS’ key financial metrics have remained rea-
sonably consistent and fall within the mid-to-upper range of
metrics for Baa rated electric utilities in the medium risk cate-
gory identified in Moody's Rating Methodology for Global
Electric Utilities. APS’ metrics have shown improvement
from the levels observed in 2004 and 2005 as it began to
recover certain costs in a timelier manner, Going forward,
assuming reasonably supportive regulatory outcomies and bal-
anced financing for capital expenditures, metrics are expected

I1'
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to remain in that range over the near-to-medium term. In
general, Moody's would look for APS to have financial met-
rics that are somewhat stronger than comparably rated utlity
operating companies that operate in regulatory environments
that have historically been more supportive of credit quality.

Primary subsidiary of Pinnacle West

Pinnacle, APS' parent company, conducts a modest amount
of non-regulated activities including power marketing and
trading, sales of energy related products and services, and res-
idential and commercial real estate development through sub-
sidiaries including SunCor Development Company (SunCor).
With the slowdown in the real estate market, SunCor is not
expected to provide any dividend support for Pinnacle. For
the past several years, almost all of Pinnacle’s cash from oper-
ations has been generated by APS. Over the near-to-medium
term, Pinnacle's non-regulated businesses, are not expected
to meaningfully contribute to, or detract from, consolidated
cash flows. The parent company also maintains a modest
amount of leverage with holding company debt equaling
approximately 8% of consolidated debt.

Liquidity Profile

APS’ cash flows and credit facilities generally are a stable
source of liquidity. In 2008, APS’ cash from operations cov-
ered approximately 76% of all its $864 million of capital
expenditures and $170 million of dividends to Pinnacle. The
remainder was funded through short-term borrowings and an
equity infusion. Capital expenditures had previously been
expected to be in the range of $1 billion annually to meet
growing customer demand; however, with the slowing growth
in Arizona, capital expenditures are expected to be in the
range of $700 — 900 million annually over the near-term.
Capital expenditures and dividends are expected to exceed
cash from operations especially if customer growth improves.

Over the last several years, APS has paid dividends to Pin-
nacle of $170 million per year. Moody's expects APS' divi-
dends are likely to remain near this Jevel in 2009 and over the
medium term.

APS' short-term liquidity needs are met with a commercial
paper program sized at $250 million, The program is cur-
rently supported by two committed lines of credit totaling
$900 million; 2 $400 million line that expires in December
2010 and a $500 million line that expires in September 2011
(commitments totaling about $17 million from Lehman
Brothers are no longer available). Due to the recent tighten-
ing in the P-2 commercial paper market, APS has drawn from

its credit facilities for liquidity support. As of December 31,
2008, APS had approximately $522 million of borrowings
under its credit facilities and $72 million of cash on hand.
Opverall, availability under these credit facilities was $344 mil-
lion at FYE.

APS’ credit agreements both have one financial covenant
that requires the ratio of debt to total capitalization not to
exceed 65%. As of December 31, 2008, APS’' debt to total
capitalization ratio, calculated in accordance with the credit
documents, was approximately 49%. The credit agreements
do not require a Material Adverse Change (MAC) representa-
tion for revolver borrowings. No rating triggers exist in any
APS credit facilities though interest costs may increase under
various financing agreements if a downgrade occurs. APS’
nearest long term debt maturity is $400 million of unsecured
notes due October 2011. In 2010, APS must replace letters of
credit supporting approximately $200 million of variable rate
pollution control bonds.

Rating Outiook

The stable outlook reflects APS' predominately regulated
cash flows and Moody's view that its current credit metrics
are likely to be sustainable. The outlook assumes APS" will be
reasonably successful in managing its regulatory relationships
and that capital expenditures will be financed in a balanced
manner with a goal of maintaining or improving APS’ current
position of financial strength.

What Could Change the Rating - Up

APS' rating is not likely to be revised upward in the near-to-
medium term. Longer term, an upgrade could be possible if
there is an increase in supportive regulatory treatment result-
ing in material, timely rate increases, or if there are material
reductions in costs or leverage such that Moody's could antic-
ipate key financial ratios improving significantly from their
current levels, if for example, a ratio of CFQO pre -WC / debt
could be maintained in the mid-twenty percent range.

What Could Change the Rating - Down

A downgrade could result if Palo Verde experiences an
extended outage and APS is unable to recover, in a timely
manner, higher maintenance and purchased power costs as a
result, or if APS' regulatory lag for capital spending becomes
more pronounced. A downgrade could result if Moody's
expects a sustained weakening of financial metrics, if for
example, the rado of CFO pre -WC / debt would remain in
the mid-teens for an extended period.
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Rating Factors =

Arizona Public Service Company

62000
" "
W it
Rating Aa Aa A A Baa Baa Ba Ba
Level of Business Risk Mediom "™  Medium ‘™  Medium '™  Mediom W
CFO pre-WIC to Interest ({1} >6 >5 3560 3.0-5.7 2.7-5.0 240 <2.5 <2
CFO pre-W/C to Debt (%)1} >30 >22 22-30 1222 13-25 5-13 <13 <5
CFO pre-WJC - Dividends to Debt (%)1] »>25 »>20 13-25 9-20 8-20 3-10 <10 <3
Total Debt to Book Capitaization (%) <40 <50 40-60 50-70 50-70 60-75 >60 >70
11] CFO pre-WIC, which is aiso referred to as FFO in the Globat Regulsted Electric Utilities Rating Methodology. is equat to net cash flow from operations less net-changes in working capital
#tens
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Pinnacle West Capital Corporation - DRAFT - In Progress or Approved Version

United States

Category s Rati
Outiook Stable
Issuer Rating Baal
Sr Unsec Bank Credit Facility Baa3
Senior Unsecured Shelf {P)Baa3
Subordinate Shelf {P)Ba1

Pinnacle West Capital Corporation

Preferred Shelf
Commercial Paper

Laura Schumacher/New York
Wiltiam L. Hess/New York

212.553.3853
212.553.3837

ACTUALS 2008 2007 2006 2005
{CFO Pre-W/C + Interest}/ Interest Expensel1][2) 4.9x 4.1 4.2x 37x
(CFO Pre-W/C) / Debti2) 22.8% 17.7% 18.9% 16.4%
(CFO Pre-WIC - Dividends) / Debt(2} 18.5% 13.0% 14.1% 11.8%
{CFO Pre-WIC - Dividends) [ Capex(2} 85.7% 60.2% 75.2% 69.6%
Debt/ Book Capitatization 49.7% 48.5% 47.4% 48.0%
EBITA Margin 14.8% 21.4% 21.6% 18.9%

{1} CFO pre-WIC. which is:alsa referred to as FFO in the Globel Reguiated Electric Utitities Rating Methodology. is equat to net cash fiow from operations less net changes:in working capttal
items [2] Changes in risk management and trading assets and lisbilities are excluded from CFO Pre-W/C

Opinionz: =

Rating Drivers

Predominantly regulated operations of subsidiaries
Regulatory supportiveness increasing, though lag persists
Limited real estate exposure

Financial metrics consistent over time

Corporate Profile

Pinnacle West Capital Corporation (Pinnacle: Baa3 senior
unsecured, stable) is a holding company whose principal sub-
sidiary, Arizona Public Service Corporation (APS: Baa2 senior
unsecured, stable), is a vertically integrated electric udlity that
provides electric service to most of the state of Arizona with
the major exceptions of about one-half of the Phoenix metro-
politan area and the Tucson metropolitan area. Pinnacle's
other subsidiaries are engaged in the sale of energy related
products and services and the development of residential and
commercial real estate.

DETAILED RATING CONSIDERATIONS

Predominantly regulated operations of subsidiaries

Pinnacle currently derives almost all of its operating cash
flow from its regulated electric utility subsidiary APS and also
engages in 3 modest amount of non-regulated activity. Pinna-
cle’s non-regulated operations include a limited amount of
energy trading, sales of energy-related products and services
and commercial and residéntial real estate development pri-
marily in Arizona and the western U.S. With the slowdown
and decline in real estate sales and values, Pinnacle intends to
evaluate strategic alternatives with regard to the current
structure of its real estate business.

Regulatory supportiveness increasing, though lag persists

APS' operations are regulated by the Arizona Corporation
Commission (ACC), an elected commission that has tended
to render its decisions after prolonged consideration, which
has hindered APS’ ability to-earn its allowed return its invest-
ment. Although regulatory lag remains'a significant concern,
recent decisions with regards to certain expenditures, for

o

example, costs for fuel and purchased power, investment in
transmission and renewables, and certain growth related
expenditures should reduce the time to recover some of these
items.

Reduced regulatory lag for certain items

Recent ACC decisions have resulted in improved recovery
of some operating expenses and investments. Since 2007, the
ACC has added a forward estimate of power costs to APS’ fuel
recovery factor in order to limit cost deferrals, created auto-
matic cost adjustors allowing APS to earn on its transmission
investments and to recover its spending for new customer
hookups and renewables investments. APS has also begun to
file frequent rate cases with minimal time between rate deci-
sion and a subsequent filing.

Most recently, in Decernber 2008, the ACC approved a $65
million interim base rate surcharge. APS had requested an
increase of $115 million to improve fuel cost recovery. The
interim surcharge will help mitigate the lag between APS’
current rate case filing and the ACC's final rate decision. On
February 4, 2009, an Administrative Law Judge granted a 30
day suspension to proceedings in APS’ current rate case, filed
June 2007, to allow the parties to continue sertlement discus-
sions. Should a sertlement be reached, this conid also poten-
tially reduce the time to an ultimate rate decision.

Given APS' significant capital expenditure program, the
company will require continued, timely regulatory support to
maintain credit metrics that are appropriate for its rating.
Moody’s expects that APS will maintain a balanced approach
with regards to financing its capital expenditures with a goal
of maintaining or improving its current level of financial
strength,

Real estate exposure limited

SunCor Development Company {SunCor), Pinnicle's real
estate development subsidiary, is exposed to the volatility
inherent in the western real estate markets; however, Pinna-
cle’s exposure is relatively modest. For the past several years,
SunCor has taken steps to mitigate its exposure to the more
unpredictable aspects of the sector by undertaking its invest-
ments via joint ventures with participating land owners. The
company's strategy involves generally making only modest
investments until sales agreements are in place. Most recently;

v ] e
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SunCor's commercial and residential businesses have both
weakened substantially and Pinnacle has indicated that it
intends to evaluate strategic alternatives to restructure this
business. :

In December 2008, Pinnacle took an approximate $53 mil-
lion charge to write down some of the assets of SunCor.
Given market conditions, we believe additional impairments
are possible but we recognize that Pinnacle’s overall real
estate exposure is limited. As of December 2008, the book
value of Pinnacle’s equity investment in SunCor was approxi-
mately $263 million, or approximately 8% of consolidated
book equity. Pinnacle does not intend to invest additional
equity in the business. SunCor’s debt, approximately $188
million as of December 2008, is secured by properties cur-
rently under development and is non-recourse to Pinnacle,
and is not guaranteed by Pinnacle.

Financial Metrics

Since 2006, Pinnacle’s financial metrics have been reason-
ably consistent and fall within the mid-to-upper range of met-
rics indicated for Baa rated electric utilities within the
medium risk category in Moody’s Rating Methodology for
Global Electric Utlities. The Baa3 rating for Pinnacle’s
senior unsecured debt also reflects its structurally subordinate
position vis-a-vis debt at APS. Pinnacle’s metrics have shown
improvement from the levels observed in 2004 and 2005 as
APS began to recover certain costs in a imelier manner.
Going forward, assuming reasonably supportve regulatory
outcomes and balanced financing for capital expenditures,
cash flow credit metrics are expected to generally remain
within their recent ranges. In general, Moody's would look
for Pinnacle to have financial metrics that are somewhat
stronger than comparably rated utility parent companies that
operate in more supportive regulatory environments and that
have a lower level of overall business risk.

Liquidity Profile

As a holding company, Pinnacle’s primary source of liquidity
is the dividends it receives from its operating subsidiaries, pri-
marily its utility subsidiary, APS. In 2008, APS’ dividends of
$170 million covered approximately 77% of Pinnacle's parent
level interest expenses of approximately $17 million and com-
mon stock dividends of approximately $204 million. The
shortfall was funded via a combination of inter-company pay-
ments, DRIP equity, and approximately $30 million of short-
term financing.

Over the last several years, APS has paid dividends to Pin-
nacle of $170 million annually. APS’ dividends are expected to
remain near this level in 2009 and over the medium term.

Pinnacle’ short-term liquidity needs are met with a com-
mercial paper program sized at $250 million. The program is
supported by a $300 million revolving credit facility that
expires December 2010 (commitments totaling about $34
million from Lehman Brothers are no longer available). Due
to the recent tightening in the P-2 and P-3 commercial paper
market, Pinnacle has drawn from its credit facilities for liquid-
ity support. As of December 31, 2008, Pinnacle had approxi-
mately $151 million of borrowings and letters of credit drawn
under the facility and approximately $6 million of cash on
hand. Overall availability under the facility was $132 million
at FYE.

APS also has its own $250 million commercial paper pro-
gram that is supported by two of its own committed lines of
credit totaling $900 million, a $400 million line that expires in

December 2010 and a $500 million line that expires in Sep-
tember 2011 (commitments totaling about $17 million from
Lehman Brothers are no longer available). As of December
31, 2008, APS had approximately $522 million of borrowings
under its credit faciliies. Overall availability under these
credit facilities was $344 million at FYE.

The credit agreements for both Pinnacle and APS have one
financial covenant that requires the ratio of debt to total capi-
talization not to exceed 65%. On December 31, 2008, total
debt to total capitalization was approximately 51% for Pinna-
cle and 49% for APS. None of the credit agreements for Pin-
nacle or APS require a Material Adverse Change (MAC)
representation for revolver borrowings or rating triggers for
early repayment though interest costs may increase under var-
ious financing agreements if a downgrade occurs. SunCor has
its own $150 million secured revolving facility that terminates
in December 2010, under which there was approximately
$120 million outstanding as of December 2008. SunCor also
had approximately $68 million of additional construction
Joans, the majority of which is due in 2009. The SunCor loans
and revolver are secured by specific interests in land, com-
mercial properties, land contracts and/or homes under con-
struction and are non-recourse to Pinnacle.

APS is expected to finance its capital expenditures from
internal and external sources, including equity infusions from
Pinnacle. SunCor is expected to finance its limited capital
expenditures via a combination of its own operating cash flow
and external financing.

Long-term debt at the Pinnacle parent level is limited to a
$175 million of 5.91% senior notes due February 2011.

Rating Qutiook

The stable outlook for Pinnacle reflects the nature of APS'
predominately regulated cash flows and Moody’s view that its
improved cash flow financial metrics are likely to be sustain-
able. The outlook assumes APS will be reasonably successful
in managing its regulatory relationships and that capital
expenditures will be financed in a balanced manner with a
goal of maintaining or improving Pinnacle's current position
of financial strength.

What Could Change the Rating - Up

Pinnacle's rating is not likely to be revised upward in the
near-to-medium term. Longer term, if there is an increase in
supportive regulatory treatment at APS resulting in material,
timely rate increases, or if there were to be material reduc-
tions in costs or leverage such that Moody's could anticipate
key financial ratios improving significantly from their current
levels, if for example, a ratio of CFO pre -WC / debt could be
maintained in the low twenty percent range.

What Could Change the Rating - Down

A downgrade could result if Palo Verde experiences an
extended outage and APS is unable to recover, in a timely
manner, higher maintenance and purchased power costs as a
result, or if APS' regulatory lag for capital spending becomes
more pronounced. A downgrade could result if Moody's
expects a sustained weakening of financial metrics, if for
example, the ratio of CFO pre -WC / debt would remain
below the mid-teens for an extended period. A downgrade
could also result if there were to be an increase in Pinnacle's
consolidated business risk profile; if for example, it were to
materially increase its investment in, or its commitments to its
more volatile, non-regulated operations, including SunCor.
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Pinnacte West Capital Corporation
609400

Uit
Rating

Level of Business Risk
CFO pre-WIC to interest (x){1)
CFO pre-W/C to Debt (%61}
CFO pre-W/C - Dividends to Debt {(%)(1)
Total Debt to Book Capitalization (%)

{1} CFO pre-WIC, which is also referred 10 a5 FFO in the Globai Regulated Electric Utilities Rating Methodology, is equal to net cash flow fram operations less net changes in working capital
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Pro Supp Pagelof1

McGill, James T(Z71171)

From: Bettinelli, Antonio [Antonio_Bettinelli@standardandpoors.comj
Sent:  Monday, February 23, 2009 10:22 AM

To: McGill, James T(Z71171)

Subject: RE: Pro Supp

Are they 144a with registration rights or without?

From; James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Monday, February 23, 2009 5:54 AM

To: Bettinelli, Antonio

Subject: Pro Supp

Tony,
Here's the prospectus supplement. Looks like we'll be announcing this am.

Jim
<<2146740_46302T01_cp.PDF>>

Email Firewall made the following annotations

-~ NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary information. If
you have received it in error, please notify the sender immediately and delete the original and any copy or printout.
Unintended recipients are prohibited from making any other use of this e-mail. Although we have taken reasonable
precautions to ensure no viruses are present in this e-mail, we accept no liability for any loss or damage arising from the
use of this e-mail or attachments, or for any delay or errors or omissions in the contents which result from e-mail
transmission.

The information contained In this message Is intended only. for the recipient, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an employee or agent
responsible for delivering this message to the intended recipient, please be aware that any dissemination or copying of this communication is strictly
prohibited. If you have received this communication in error, please immediately notify us by replying to the message and deleting it from your computer,
The McGraw-Hill Companies, Inc. reserves the right, subject to applicable local law, to monitor and review the content of any electronic message or
information sent to or from McGraw-Hill employee e-mall addresses without informing the sender or recipient of the message.
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Pro Supp ' - Page 1 of 1

McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent:  Monday, February 23, 2009 10:36 AM
To: ‘Bettinelli, Antonio'

Subject: RE: Pro Supp

They're not 144a. W's a registered, public offering.

From: Bettinelli, Antonio [mailto:Antonio_Bettinelli@standardandpoors.com]
Sent: Monday, February 23, 2009 10:22 AM

To: McGill; James T(Z71171)

Subject: RE: Pro Supp

Are they 144a with registration rights or without?

From: James.MCgill@pinnaciewest.com [mailto:James.MCgili@pinnaclewest.com]
Sent: Monday, February 23, 2009 5:54 AM '

To: Bettinelli, Antonio

Subject: Pro Supp

Tony,
Here's the prospectus supplement. Looks like we'll be announcing this am.

Jim
<<2146740_46302T01_cp.PDF>>

Email Firewall made the following annotations

-~ NOTICE -

This message is for the designated recipient only and may contain confidential, privileged or proprietary information. If
you have received it in error, please notify the sender immediately and delete the original and any copy or printout.
Unintended recipients are prohibited from making any other use of this e-mail. Although we have taken reasonable
precautions to ensure no viruses are present in this e-mail, we accept no liability for any loss or damage arising from the
use of this e-mail or attachments, or for any delay or errors or omissions in the contents which result from e-mail
transmission.

The Information contained in this message is intended only for the recipient, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an empioyee or agent
responsible for deliverinig this message to the Intended recipient, please be aware that any dissemination or copying of this communication is strictly
prohibited. If you have received this communication in error, please immediately notify us by replying to the message and deleting it from your computer.
The McGraw-Hill Companies, Inc. reserves the right, subject to appiicable local law, to monitor and review the content of any electronic message or
information sent to or from McGraw-Hill employee e-mail addresses without informing the sender or recipient of the message.
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McGill, James T(Z71171)

- e
From: Philip.Smyth@fitchratings.com
Sent: Monday, February 23, 2009 10:52 AM
To: McGill, James T(Z71171)
Subject: Re: Pro supp
Attachments: 2146740_46302701_cp.PDF

A

e

2146740_46302701
_Cp.PDF (188 K... |
Hi Jim,
Will get rating letter to you shortly. 1Is the mailing address for Chris as indicated
below correct?

Mr. Christopher Froggatt

Vice President and Treasurer
Pinnacle West Capital Corp.
400 N. 5th Street. 19th floor
Phoenix, AZ 85004

Thanks,

Phil

James.MCgill@pinn
aclewest.com

: To
02/23/2009 08:52 Philip.sSmyth@fitchratings.com
AM cc
Subject
Pro supp

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged
or proprietary information. If you have received it in error, please notify the sender
immediately and delete the original and any copy or printout. Uninternded recipients are
prohibited from making any other use of this e-mail. Although we have taken reasonable
precautions to ensure no viruses are present in this e-mail, we accept no liability for
any loss or damage arising from the use of this e-mail or attachments, or for any delay or

1
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errors or omissions in the contents which result from e-mail transmission.

Thigs email has been scanned by the MessageLabs Email Security System.
For more information please visit http://www.messagelabs.com/email
(See

attached file: 2146740 46302T01_cp.PDF)

Confidentiality Notice: The information in this e-mail and any attachment(s) is
confidential and for the use of the addressee(s) only. If you have received this e-mail
in error, please delete this e-mail. Unauthorized use, reliance, disclosure or copying of
the contents of this e-mail, or any similar action, is prohibited.

This email has been scanned by the MessagelLabs Email Security System.
For more information please visit http://www.messagelabs.com/email
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McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent: Monday, February 23, 2009 10:56 AM
To: 'Philip.Smyth@fitchratings.com’
Subject: RE: Pro supp

Good except he's on the 20th floor.

----- Original Message-----

From: Philip.Smyth@fitchratings.com [mailto:Philip.Smyth@fitchratings.com]
Sent: Monday, February 23, 2009 10:52 AM

To: McGill, James T(Z71171)

Subject: Re: Pro supp

Hi Jim,
Will get rating letter to you shortly. Is the mailing address for Chris as indicated

below correct?

Mr. Christopher Froggatt

Vice President and Treasurer
Pinnacle West Capital Corp.
400 N. 5th Street. 195th floor
Phoenix, AZ 85004

Thanks,

Phil

James .MCgill@pinn
aclewest.com

To
02/23/2009 08:52 Philip.Smythefitchratings.com
AM cc
Subject
Pro supp

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged
or proprietary information. If you have received it in error, please notify the sender
immediately and delete the original and any copy or printout. Unintended recipients are
prohibited from making any other use of this e-mail. Although we have taken reasonable
precautions to ensure no viruses are present in this e-mail, we accept no liability for

1
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any loss or damage arising from the use of this e-mail or attachments, or for any delay or
errors or omissions in the contents which result from e-mail transmission.

This email has been scanned by the Messagelabs Email Security System.
For more information please visit http://www.messagelabs.com/email
(See

attached file: 2146740_46302T01_cp.PDF)

Confidentiality Notice: The information in this e-mail and any attachment(s) is
confidential and for the use of the addressee(s) only. If you have received this e-mail
in error, please delete this e-mail. Unauthorized use, reliance, disclosure or copying of
the contents of this e-mail, or any similar action, is prohibited.

This email has been scanned by the MessageLabs Email Security System.
For more information please visit http://www.messagelabs.com/email
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RE: Pro Supp

McGill, James T(Z71171)

Page 1 of 1

From: Bettinelli, Antonio {Antonio_Bettinelli@standardandpoors.comj
Sent:  Monday, February 23, 2008 1:12 PM

To: McGill, James T(Z71171)

Subject: RE: Pro Supp

Are you pricing today? Let me know if plans change. Thanks.

—---Original Message-----

From: James.MCgill@pinnaclewest.com [mailto:James. MCgill@pinnaclewest.com]
Sent: Monday, February 23, 2009 08:53 AM Eastern Standard Time
To: Bettinelli, Antonio

Subject: Pro Supp

Tony,

Here's the prospectus supplement. Looks like we'll be announcing this
am.

Jim

<<2146740_46302T01_cp.PDF>>

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary information. If you have received it in
error, please notify the sender immediately and delete the original and any copy or printout. Unintended recipients are prohibited from making
any other use of this e-mail. Although we have taken reasonable precautions to ensure no viruses are present in this e-mail, we accept no liability
for any loss or damage arising from the use of this e-mail or attachments, or for any delay or errors or omissions in the contents which resuit from

e-mail transmission.

3/23/2009
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McGill, James T(Z71171)

From: McGill, James T(271171)

Sent: Monday, February 23, 2009 1:23 PM
To: ‘Bettinelli, Antonio'

Subject: APS Final Term Sheet (Draft) (2) (2).doc
Attachments: APS Final Term Sheet (Draft) (2) (2).doc

We priced a little over an hour ago.

APS Final Term
Sheet (Draft) (...
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Issuer:

Security:
Maturity:

Interest rate:
Yield to maturity:
Spread:

Benchmark treasury security:

Benchmark treasury yield:
Optional redemption:

Interest payment dates:
First interest payment date:
Public offering price:
Trade date:

Settlement date:

Ratings:

Joint Book-Running Managers:

Co-Managers:

CUSIP:

Filed under Rule 433
File No. 333-134206-01

Final Term Sheet

February 23, 2009

Arizona Public Service Company

$500,000,000 8.750% Notes due 2019

March 1, 2019

8.750%

8.758%

595 basis points

2.75% due February 15, 2019

2.808%

Make-whole call at any time at treasury rate plus 50
basis points

March 1 and September 1

September 1, 2009

99.945% per note

February 23, 2009

February 26, 2009 (T+3)

Baa2 / BBB-/ BBB (Moody’s / S&P / Fitch)
Note: A securities rating is not a recommendation to
buy, sell or hold securities and may be subject to
revision or withdrawal at any time.

Barclays Capital Inc.;

BNY Mellon Capital Markets, LLC,

Credit Suisse Securities (USA) LLC

KeyBanc Capital Markets Inc.;

Mizuho Securities USA Inc.;

Wedbush Morgan Securities Inc.

040555CL6

The pro forma ratio of earnings to fixed charges for the year ended December 31, 2008 was | I

Arizona Public Service Company has filed a registration statement (including a prospectus)
with the Securities and Exchange Commission (“SEC”) for the offering to which this
communication relates. Before you invest, you should read the prospectus in that registration
statement and other documents Arizona Public Service Company has filed with the SEC for
more complete information about Arizona Public Service Company and this offering. You
may get these documents for free by visiting EDGAR on the SEC website at www.sec.gov.
Alternatively, Arizona Public Service Company, any underwriter or any dealer participating in
the offering will arrange to send you the prospectus if you request it by calling Barclays Capital
Inc. toll-free at 1-888-227-2275, Ext. 2663, BNY Mellon Capital Markets, LLC toll-free at 1-
800-269-6864 or Credit Suisse Securities (USA) LLC toll-free at 1-800-221-1037.
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Issuer:

Security:
Maturity:

Interest rate:
Yield to maturity:
Spread:

Benchmark treasury security:

Benchmark treasury yield:
Optional redemption:

Interest payment dates:
First interest payment date:
Public offering price:
Trade date:

Settlement date:

Ratings:

Joint Book-Running Managers:

Co-Managers:

CUSIP:

Filed under Rule 433
File No. 333-134206-01

Final Term Sheet

February 23, 2009

Arizona Public Service Company

$500,000,000 8.750% Notes due 2019

March 1, 2019

8.750%

8.758%

595 basis points

2.75% due February 15, 2019

2.808%

Make-whole call at any time at treasury rate plus 50 -
basis points

March 1 and September 1

September 1, 2009

99.945% per note

February 23, 2009

February 26, 2009 (T+3)

Baa2 / BBB-/ BBB (Moody’s / S&P / Fitch)
Note: A securities rating is not a recommendation to
buy, sell or hold securities and may be subject to
revision or withdrawal at any time.

Barclays Capital Inc.;

BNY Mellon Capital Markets, LL.C;

Credit Suisse Securities (USA) LLC

KeyBanc Capital Markets Inc.;

Mizuho Securities USA Inc.;

Wedbush Morgan Securities Inc.

040555CL6

The pro forma ratio of earnings to fixed charges for the year ended December 31, 2008 was | ]

Arizona Public Service Company has filed a registration statement (including a prospectus)
with the Securities and Exchange Commission (“SEC”) for the offering to which this
communication relates. Before you invest, you should read the prospectus in that registration
statement and other documents Arizona Public Service Company has filed with the SEC for
more complete information about Arizona Public Service Company and this offering. You
may get these documents for free by visiting EDGAR on the SEC website at www.sec.gov.
Alternatively, Arizona Public Service Company, any underwriter or any dealer participating in
the offering will arrange to send you the prospectus if you request it by calling Barclays Capital
Inc. toll-free at 1-888-227-2275, Ext. 2663, BNY Mellon Capital Markets, LLC toll-free at 1-
800-269-6864 or Credit Suisse Securities (USA) LLC toll-free at 1-800-221-1037.
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McGill, James T(Z71171)

From: Philip.Smyth@fitchratings.com
Sent: Monday, February 23, 2009 1:34 PM
To: McGill, James T(Z71171)
Subject: Fitch rating letter attached
Attachments: PNW_APS_Rating Letter_2.23.2009_P.pdf
PNW_APS_Rating
Letter_2.23.200...
Hi Jim,

Here is the rating letter for the APS issuance. Please let me know if you need anything
further.

Thanks,

phil

(See attached file: PNW_APS Rating Letter 2.23.2009_P.pdf)

Confidentiality Notice: The information in this e-mail and any attachment(s) is
confidential and for the use of the addressee(s) only. If you have received this e-mail
in error, please delete this e-mail. Unauthorized use, reliance, disclosure or copying of
the contents of this e-mail, or any similar action, is prohibited.

This email has been scanned by the MessageLabs Email Security System.
For more information please visit http://www.messagelabs.com/email
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. FitchRatings

| One State Street Plaza T 212 308 0500/ 80C 7% FITCH
New York, NY 10004 www_fitchratings.com

February 23, 2009

Mr. Christopher Froggatt
Vice President and Treasurer
Pinnacle West Capital Corp.
400 N. 5" Street. 20" floor
Phoenix, AZ 85004

Re:  Arizona Public Service Company $500 million Senior Unsecured Notes

Dear Mr. Froggatt,

Fitch Ratings (“Fitch™) has assigned a ‘BBB’ rating to the above referenced securities. The Rating
Qutlook is Stable. ‘

Ratings assigned by Fitch are based on the information and documents provided to us by you and other
parties and are subject to receipt of the final closing documents. Fitch relies on all these parties for the
accuracy of such information and documents. Fitch did not audit or verify the truth or accuracy of such
information.

Ratings are not a recommendation or suggestion, directly or indirectly, to you or any other person, (o buy,
sell, make or hold any investment, loan or security or to undertake any investment strategy with respect to
any investment, loan or security or any issuer. Ratings do not comment on the adequacy of market price,
the suitability of any investment, loan or security for a particular investor (including without limitation,
any accounting and/or regulatory treatment), or the tax-exempt nature or taxability of payments made in
respect of any investment, loan or security. Fitch is not your advisor, nor is Fitch providing to you or any
other party any financial advice, or any legal, auditing, accounting, appraisal, valuation or actuarial
services. A rating should not be viewed as a replacement for such advice or services.

The assignment of a rating by Fitch does not constitute consent by Fitch to the use of its name as an
expert in connection with any registration statement or other filings under US, UK or any other relevant
securities laws.,

that our ratings continue to be appropriate. Ratings may be raised, lowered, withdrawn, or placed on
Rating Watch due to changes in, additions to, accuracy of or the inadequacy of information or for any
other reason Fitch deems sufficient.

Nothing in this Jetter is intended to or should be construed as creating a fiduciary relationship between
Fitch and you or between us and any user of the ratings. Nothing in this letter shall limit our right to
publish, disseminate or license others to publish or otherwise to disseminate the ratings or the rationale

|
\
1
It is important that you promptly provide us with all information that may be material to the ratings so
for the ratings.
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FitchRatings

In this letter, “Fitch” means Fitch, Inc. and Fitch Ratings Ltd and any subsidiary of cither of them
together with any successor in interest to any such person.

We are pleasedTp have had the opportunity to be of service to you. If we can be of further assistance,
please contact i at 212 908 0531.

Sincerely,

Fitch

Philip W. Smyth, CFA
Senior Director
Global Power
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McGill, James T(Z71171)

From: Philip.Smyth@fitchratings.com
Sent: Monday, February 23, 2009 3:12 PM
To: McGill, James T(Z71171)

Subject: rating letter

Hi Jim!

Please confirm receipt of the rating letter sent earlier today. Thanks.

Phil

Confidentiality Notice: The information in this e-mail and any attachment(s) is
confidential and for the use of the addressee(s) only. If you have received this e-mail
in error, please delete this e-mail. Unauthorized use, reliance, disclosure or copying of
the contents of this e-mail, or any similar action, is prohibited.

This email has been scanned by the MessageLabs Email Security System.
For more information please visit http://www.messagelabs.com/email
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APS Final Term Sheet (Draft) (2) (2).doc - Pagelofl

McGill, James T(Z71171)

From: Bettinelli, Antonio [Antonio_Bettinelli@standardandpoors.com]
Sent: Monday, February 23, 2009 5:12 PM
To: McGili, James T(Z71171)

Subject: S&P Rating Letter
Attachments: 2008 US Corporates Terms Conditions .pdf; APS Rating Letter.pdf

Sorry for the delay.

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Monday, February 23, 2009 12:23 PM

To: Bettinelli, Antonio

Subject: APS Final Term Sheet (Draft) (2) (2).doc

We priced a little over an hour ago.
<<APS Final Term Sheet (Draft) {2) (2).doc>>

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary information. If
you have received it in error, please notify the sender immediately and delete the original and any copy or printout.
Unintended recipients are prohibited from making any other use of this e-mail. Although we have taken reasonable
precautions to ensure no viruses are present in this e-mail, we accept no liability for any loss or damage arising from the
use of this e-mail or attachments, or for any delay or errors or omissions in the contents which result from e-mail
transmission.

The information contained in this message is Intended only for the reciplent, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an employee or agent
responsible for delivering this message to the Intended reciplent, piease be aware that any dissemination or copying of this communication is strictly
prohibited. If you have received this communication in error, please immediately notify us by replying to the message and deleting it from your computer.
The McGraw-Hill Companies, Inc. reserves the right, subject to applicable local law, to monitor and review the content of any electronic message or
information sent to or from McGraw-Hill employee e-mail addresses without informing the sender or recipient of the message.
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The MolGraw Hill Comparies

55 Water Street

STANDARD New York, NY 10041

gy 212 438-2000 Tel
&POOR’S | 212 438 2660 Fax
Feb 23, 2009
Arizona Public Service Co.
400 North Fifth Street

Phoenix, AZ 85004

Attention: Mr. James McGill, Director of Corporate Finance and Treasury Operations

Re: Arizoha Public Service Co.’s $500 million 8.750% Notes due 2019
Dear Mr. McGill:
Pursuant to your request for a Standard & Poor’s rating on the above-referenced Arizona

Public Service Co. , we have reviewed the information submitted to us and, subject to the
enclosed Terms and Conditions, have assigned the following rating(s)

. Legal Final . Outlook / Credit
Rated Principal Maturity Rating Watch
$500,000,000 Mar 01, 2019 BBB- N/A

The rating is not investment, financial, or other advice and you should not and cannot
rely upon the rating as such. The rating is based on information supplied to us by you or
by your agents but does not represent an audit. We undertake no duty of due diligence or
independent verification of any information. The assignment of a rating does not create a
fiduciary relationship between us and you or between us and other recipients of the
rating. We have not consented to and will not consent to being named an “expert” under .
the applicable securities laws, including without limitation, Section 7 of the U.S.
Securities Act of 1933. The rating is not a “market rating” nor is it a reccommendation to
buy, hold, or sell the obligations.

Standard & Poor’s intends to inform its own clients, subscribers, and the public of the
rating.

Standard & Poor’s relies on the issuer and its counsel, accountants, and other experts for
the accuracy and completeness of the information submitted in connection with the
rating. This rating is based on financial information and documents we received prior to
the issuance of this letter. Standard & Poor’s assumes that the documents you have
provided to us are final. If any subsequent changes were made in the final documents,
you must notify us of such changes by sending us the revised final documents with the
changes clearly marked.
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i To maintain the rating, Standard & Poor’s must receive all relevant financial information

| as soon as such information is available. Placing us on a distribution list for this

| information would facilitate the process. You must promptly notify us of all material
changes in the financial information and the documents. Standard & Poor’s may change,
suspend, withdraw, or place on CreditWatch the rating as a result of changes in, or
unavailability of, such information. Standard & Poor’s reserves the right to request

| additional information if necessary to maintain the rating. Please send all information

| available via electronic delivery to: tony_bettinelli@sandp.com. In addition, please send
hard copies of all information to: Standard & Poor’s Ratings Services, 55 Water Street,
38 floor, New York, New York 10041-0003, Attention: Utilities & Infrastructure
Surveillance Group.

Standard & Poor’s is pleased to have the opportunity to be of service to you. For more
information please visit our website at www.standardandpoors.com. If we can be of help
in any other way, please contact us. Thank you for choosing Standard & Poor’s and we
look forward to working with you again.

Very truly yours,

Standard & Poor’s Ratings Services,
a division of The McGraw-Hill Companies, Inc.

Apolisd 5 Joo

Analytical Contact: Tony Bettinelli
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STANDARD
&POOR'S

Standard & Poor’s Ratings Services
Terms and Conditions
Applicable To
U.S. Corporate Ratings

Scope of Rating. The Company understands and agrees that (i} an issuer rating reflects Standard & Poor’s current opinion of
the Company’s overall financial capacity to pay its financial obligations as they come due, (ii) an issue rating reflects Standard
& Poor’s current opinion of the likelihood that the Company will make payments of principal and interest on a timely basis in
accordance with the terms of the obligation, (iii) a rating is an opinion and is not a verifiable statement of fact, (iv) ratings are
based on information supplied to Standard & Poor’s by the Company or by its agents and upon other information obtained by
Standard & Poor’s from other sources it considers reliable, (v) Standard & Poor’s does not perform an audit in connection with
any rating and a rating does not represent an audit by Standard & Poor’s, (vi) Standard & Poor’s relies on the Company, its
accountants, counsel, and other experts for the accuracy and completeness of the information submitted in connection with the
rating and surveillance process, (vii) Standard & Poor’s undertakes no duty of due diligence or independent verification of any
information, (viii) Standard & Poor’s does not and cannot guarantee the accuracy, completeness, or timeliness of the
information relied on in connection with a rating or the results obtained from the use of such information, (ix) Standard &
Poor’s may raise, lower, suspend, place on CreditWatch, or withdraw a rating at any time, in Standard & Poor’s sole
discretion, and (x) a rating is not a "market" rating nor a recommendation to buy, hold, or sell any financial obligation.

Publication. Standard & Poor’s reserves the right to publish, disseminate, or license others to publish or disseminate the rating
and the rationale for the rating unless the Company specifically requests that the rating be assigned and maintained on a
confidential basis. If a confidential rating subsequently becomes public through disclosure by the Company or a third party
other than Standard & Poor’s, Standard & Poor’s reserves the right to publish it. As a matter of policy, Standard & Poor’s
publishes ratings for all public issues in the U.S. market and 144A issues with registration rights. Standard & Poor’s may
publish explanations of Standard & Poor’s ratings criteria from time to time and nothing in this Agreement shall be construed
as limiting Standard & Poor’s ability to modify or refine Standard & Poor’s criteria at any time as Standard & Poor’s deems
appropnate.

Information to be Provided by the Company. The Company shall meet with Standard & Poor’s for an analytic review at
any reasonable time Standard & Poor’s requests. The Company also agrees to provide Standard & Poor’s promptly with all
information relevant to the rating and surveillance of the rating including information on material changes to information
previously supplied to Standard & Poor’s. The rating may be affected by Standard & Poor’s opinion of the accuracy,
completeness, timeliness, and reliability of information received from the Company or its agents.- Standard & Poor’s
undertakes no duty of due diligence or independent verification of information provided by the Company or its agents.
Standard & Poor’s reserves the right to withdraw the rating if the Company or its agents fails to provide Standard & Poor’s
with accurate, complete, timely, or reliable information.

Confidential Information. For purposes of this Agreement, “Confidential Information™ shall mean information received by
Standard & Poor's from the Company which has been marked “Proprietary and Confidential” or in respect of which
Standard & Poor’s has received from the Company specific written notice of its proprietary and confidential nature.
Notwithstanding the foregoing, information disclosed by the Company shall not be deemed to be Confidential Information,
and Standard & Poor’s shall have no obligation to treat such information as Confidential Information, if such information
(i) was substantially known by Standard & Poor’s at the time of such disclosure, (ii) was known to the public at the time of
such disclosure, (iii) becomes known to the public (other than by Standard & Poor’s act) subsequent to such disclosure, (iv)
is disclosed lawfully to Standard & Poor’s by a third party subsequent to such disclosure, (v) is developed independently by
Standard & Poor’s without reference to the Confidential Information, (vi) is approved in writing by the Company for public
disclosure, or (vii) is required by law to be disclosed by the Company or Standard & Poor’s provided that notice of such
required disclosure is given to the Company. Commencing on the date hereof, Standard & Poor’s will use Confidential
Information only in connection with the assignment and monitoring of ratings and will not directly disclose any
Confidential Information to any third party. Standard & Poor’s may also use Confidential Information for research and
modeling purposes provided that the Confidential Information is not presented in a way that can be directly tied to the
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Company. The Company agrees that the Confidential Information may be used to raise, lower, suspend, withdraw, place
on CreditWatch, and change the Outlook assigned to any rating if the Confidential Information is not directly disclosed.

Standard & Poor’s Not an Advisor, Fiduciary, or Expert. The Company understands and agrees that Standard & Poor’s is
not acting as an investment, financial, or other advisor to the Company and that the Company should not and cannot rely
upon the rating or any other information provided by Standard & Poor’s as investment or financial advice. Nothing in this
Agreement is intended to or should be construed as creating a fiduciary relationship between Standard & Poor’s and the
Company or between Standard & Poor’s and recipients of the rating. The Company understands and agrees that Standard
& Poor’s has not consented to and will not consent to being named an “expert” under the applicable securities laws,
including without limitation, Section 7 of the U.S. Securities Act of 1933.

Limitation on Damages. The Company agrees that Standard & Poor’s, its officers, directors, shareholders, and employees
shall not be liable to the Company or any other person for any actions, damages, claims, liabilities, costs, expenses, or
losses in any way arising out of or relating to the rating or the related analytic services provided for in an aggregate amount
in excess of the aggregate fees paid to Standard & Poor’s for the rating, except for Standard & Poor’s gross negligence or
willful misconduct. In no event shall Standard & Poor’s, its officers, directors, shareholders, or employees be liable for
consequential, special, indirect, incidental, punitive or exemplary damages, costs, expenses, legal fees, or losses (including,
without limitation, lost profits and opportunity costs). In furtherance and not in limitation of the foregoing, Standard &
Poor’s will not be liable in respect of any decisions made by the Company or any other person as a result of the issuance of
the rating or the related analytic services provided by Standard & Poor’s hereunder or based on anything that appears to be *
advice or recommendations. The provisions of this paragraph shall apply regardless of the form of action, damage, claim,
liability, cost, expense, or loss, whether in contract, statute, tort (including, without limitation, negligence), or otherwise.
The Company acknowledges and agrees that Standard & Poor’s does not waive any protections, privileges, or defenses it
may have under law, including but not limited to, the First Amendment of the Constitution of the United States of America.

Long-term Relationship. Once the Company accepts a Standard & Poor’s rating, it enters into a long-term relationship with
Standard & Poor’s. As part of this, Standard & Poor’s will assign and maintain a Long-Term Corporate Credit Rating
(issuer rating) on the Company and expects to rate syndicated bank loans and any and all public debt that is issued by,
guaranteed by, and/or is in any other manner an obligation of the Company.

Term. This Agreement shall terminate when the ratings are withdrawn. Notwithstanding the foregoing, the paragraphs
above, “Confidential Information”, “Standard & Poor’s Not an Advisor, Fiduciary, or Expert”, and “Limitation on
Damages”, shall survive the termination of this Agreement or any withdrawal of a rating.

Third Parties. Nothing in this Agreement, or the rating when issued, is intended or should be construed as creating any
rights on behalf of any third parties, including, without limitation, any recipient of the rating. No person is intended as a
third party beneficiary to this Agreement or to the rating when issued.

Binding Effect. This Agreement shall be binding on, and inure to the benefit of, the parties hereto and their successors and
assigns.

Severability. In the event that any term or provision of this Agreement shall be held to be invalid, void, or unenforceable,
then the remainder of this Agreement shall not be affected, impaired, or invalidated, and each such term and provision shall
be valid and enforceable to the fullest extent permitted by law. .

Complete Agreement. This Agreement constitutes the complete agreement between the parties with respect to its subject
matter. This Agreement may not be modified except in a writing signed by authorized representatives of both parties.

Governing Law. This Agreement and the rating letter shall be governed by the internal laws of the State of New York. The

parties agree that the state and federal courts of New York shall be the exclusive forums for any dispute arising out of this
Agreement and the parties hereby consent to the personal jurisdiction of such courts.
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McGill, James T(Z711712

From: McGill, James T(Z71171)

Sent: Thursday, February 26, 2009 10:44 AM
To: ‘Bettinelli, Antonio'

Subject: Stats for SP (2).xls

Attachments: Stats for SP (2).xis

Tony,

Here's the data you requested. Not sure how you define inactive - let me know and we'll fill in that line.

Stats for SP (2).xls
{12 KB)

Jim
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REDACTED

Arizona Public Service Company

|
|
Company Data 2007 2008 Nov Dec Jan

Customers

Residential 979,138 986,363 979,259 986,363 988,831

Commercial (Non-Residential) 122,299 125,131 124,777 125,131 125,106
Past Due Accounts

Residential ($m) o o =

Commercial [ o = ’
Inactive (Residential & Non Residential)
Bad Debt/Write-off ($m) - = s - -
Bad Debt/Write-off ($m) cummulative o (] ]
Employment Data'” 2007 2008 Nov Dec Jan
Employment (000's) ‘ 1,928.0 1,841.2 1,850.5 1,841.2 not available
Y/Y % Change 0.1) (4.5) 4.0) (4.5) notavaiiable
Unemployment Rate 38 6.1 55 6.1 not available

™ Employment Data provided by The Bureau of Labor Statistics for the Phoentx-Mesa-Scotisdale MSA.
2009 Statistics are not available as of 2/25/09 and December employment data is preliminary.
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McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent: Monday, March 02, 2009 3:24 PM
To: ‘Bettinelii, Antonio’

Subject: Stats for SP (2).xIs
Attachments: Stats for SP (2).xis

Tony,

Here is the completed stat sheet you requested. Let me know if you have any questions.

Jim

Stats for SP (2).xis
(18 KB)
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Arizona Public Service Company

Company Data

Customers

Residential
Commercial (Non-Residential)

Past Due Accounts

Residential ($m)

Commercial
Inactive (Residential & Non Residential $m)
inactive (Residential & Non Residential accounts)
Bad Debt/Write-off ($m)
Bad Debt/Write-off ($m) cummulative

Employment Data'"
Employment (000's)
Y/Y % Change
Unemployment Rate

" Employment Data provided by The Bureau of Labor Statistics for the Phoenix-Mesa-Scottsdale MSA.

2007 2008 Nov Dec Jan
979,138 986,363 979,259 986,363 988,831
122,299 125,131 124,777 125,131 125,106

156.3 0.7 21.1 0.7 133

6.0 0.2 6.0 0.2 5.1
6.5 6.8 7.8 6.8 59
25,184 24,698 28,719 24,698 24,153
5.1 7.7 0.3 09 1.0
6.8 1.7 1.0
2007 2008 Nov Dec Jan
1,928.0 1,841.2 1,850.5 1,841.2 not available
(0.1) (4.5) (4.0) (4.5) not available
3.8 6.1 5.5 6.1 not available

2009 Statistics are not available as of 3/2/09 and December employment data is preliminary.
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From: Bettinelli, Antonio [Antonio_Bettinelli@standardandpoors.com]
Sent:  Tuesday, March 03, 2009 10:13 AM
To: McGill, James T(Z71171)

|

1

McGill, James T(Z71171)
Subject: Suncor

Jim,

Would you please send me the 2008 financials for Suncor?

Tony Bettinelli
Associate

U.S. Utilities & Infrastructure
Standard & Poor's Corporate Ratings
One Market St.

Steuart Tower, 15th Floor

San Francisco, CA 94105-1000

(415) 371-5067 Fax: (415) 371-5090
tony bettinelli@sandp.com

Standard & Poor's will host the 16th Annual Utility Conference, "2020 Credit Vision,” on Tuesday, March 10, 2009 in New
York City. Details are available at http://www.events.standardandpoors.com/utility. We hope you will join us.

The information contained in this message Is intended only for the recipient, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an employee or agent
responsible for delivering this message to the intended recipient, please be aware that any dissemination or copying of this communication is strictly
prohibited. If you have received this communication In error, please immediately notify us by replying to the message and deleting it from your computer.
The McGraw-Hill Companies, Inc. reserves the right, subject to applicable local law, to monitor and review the content of any electronic message or
information sent to or from McGraw-Hill employee e-mail addresses without informing the sender or recipient of the message. .
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McGill, James T(Z71171)

From: Omanovic, Rufad (Z72366)

Sent:  Tuesday, March 03, 2009 12:55 PM
To: - McGill, James T(Z71171)

Subject: FW: S&P PPA update request

From: Bettinelli, Antonio {mailto:Antonio_Bettinelli@standardandpoors.com]
Sent: Tuesday, March 03, 2009 12:34
Subject: S&P PPA update request

We are requesting your current purchased power contract information, in order to update our imputed debt adjustment. Please send
us a summary of each contract, including:

-Coniract Name

-Contract Start & Term (yrs)

-Minimum annual capacity payments ($) or
-Expected annual payments (if no capacity payment)

Piease exclude all contract of less than 3 years in total duration. We also need this information on any signed contracts, even if they
are not delivering, although they may not be included. Spreadsheet format is preferred, if possible, but I'll take any format as long as
I'm able to calculate the payments. Let me know if you have any questions.

Thanks!

Tony Bettinelfii
Associate

U.S. Utilities & Infrastructure
Standard & Poor's Corporate Ratings
One Market St.

Steuart Tower, 15th Floor

San Francisco, CA 94105-1000
(415) 371-5067 Fax: (415) 371-5090
tony_bettinelii@sandp.com

Standard & Poor's will host the 16th Annual Utility Conference, 2020 Credit Vision," on Tuesday, March 10, 2009 in New
York City. Details are available at http://www.events.standardandpoors.com/utility. We hope you will join us.
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McGill, James T(Z71171)

From:
Sent:
To:
Subject:

Attachments:

Here you go.

PWCC final.pdf (38
KB)

McGill, James T{(Z71171)
Tuesday, March 03, 2009 1:19 PM
‘Bettinelii, Antonio’ -

SunCor F/S

PWCC final.pdf
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SunCor Development Company

BALANCE SHEET - PWCC
as of Dec FY08

ASSETS:

Cash & Short Term Invesiments
Restricted Cash

Accounts Receivable

Homebusiiding inventory
Home inventory - Coral Canyon
Home inventory - Rancho Viejo

Home Inventory - SunCor Homes - Palm Valley
Home inventory - SunCor Homes - Prescott Lakes

Home Inventory - StoneRidge

Home Inventory - Avimor

Home inventory - Yavapai

Home Inventory - Ranch Communities
Condo lnventory - Edgewater

Condo Inventory - Bridgeview

Home inventory - Accrual

Total Homebuilding inventory

Notes Receivable

Land

Coral Canyon

Rancho Viejo

Palm Valley

Hayden Ferry Lakeside

Palm Valley Commercial
Prescott Lakes

StoneRidge

Avimor

SDC Yavapai

Marina Heights.

Ranch Communities

TYotal Land

Bulldings under Development
Coral Canyon

Hayden Ferry Lakeside

Rio West

Palm Valley

Condos sl HFL

Tousl Bulldings undes Devaiopment
Land & CFD - FIN 45 Accrusl
Land Accrual - FIN 46

Property Plant § Equipment

Coral Canyon

Rancho Viejo

Ranchland Utifities

SunCor Homes - Palm Valley

SunCor Homes - Prescott Lakes
StoneRidge

Avimor

Avimor Water Reclamation Plant
Yavapai

Ranch Communities

SunCor Commerciat Construction
Lakeside Residential

SunCor Corporate Commercial & Design
SunCor Corporate (Inc. SunCor Financial)
Palm Valey Gof Course

Club West Goll Course

SunRidge Canyon Goif Course
Sancuary Golf Course

Total PPRE

Investment In Joint Ventures

Other Assats

Prepaid Tax

Prepaid Assets and Other
TOLVCOU! insurance

Assets heid for Sale

Deferred Assets

Deferved Assets - Income Taxes
“Total Other Assets

TOTAL ASSETS

February 06, 2009 12:48 PM

A=
Dec Dec|
27,434,688.54 3,639,650.81
1,069,621.16 526,059.66
2,185,703.09 5718.171.9
2,594,293.17 5.425,021.28
2.682,548.15 3210.752.1
9,229,587.07 3,843,861.07
662,221.82 5,026,613.11
1.565,708.18 2,516,024.45
4.763,504.40 1.854,378.16
0.00 0.00
0.00 0.00
0.00 0.00
28,590,667.39) 75,851.460.71
500,000.00 ] 1,000,000.00
50,687.530.18 0.729,150.09
5,174,192.90 248,500.00
35,764,686.51 37,805,104.93
32,110,690.73] 36.247.443.21
79,692,122.63 101,631,318.06
2484,584.84 2,320,744.04
4,556,425.50) 15,017,399.30
7.632,45042) 23.761.388.63
27.470,258.57) 2841190128
41,185,326.59) 37,353,930.82
0.00 6.199,165.94
21,728,577.28 21,541,774.61
5,203,169.81 5.700,816.31
253,328,082.07 315.900.007.13
46,916.20) 45,319.68
6,625,502.10 5,715,771.34
0.00 0.00
18,499,47298 5,171,858.52
9,874,043,57 10,240,329.48]
36.045,934.96 21,73 2znm
5,708,564.97 11.774,277.46
29,351.775.00 37.903,036.00
7.648.652.48 7,859,499.59
502.092.00 555,041.48
4711,746.35 1,692,137.06
69,809.73 410,877.93
267,548.28 0.00
7,328,868.28 7.682,593.99
827,706.62 13167253
6.502.546.65 0.00
0.00 0.00
0.00| 0.00
10,863,639.11 13,865,896.64
1828174 9,978.32
27.404.837.23| 75,628,981.99
1,689,589.77 2,123,331.40
879,623.99 8.399,308.83
7.187,137.08 7.321.224.93
7.717,116.30 8,027,736.14
| 888047195/ 9,154,427.50
92,490,087.42 142,955,763.33
3921411.44 3347,712.16
0.00 789,720.32
1,626,851.00 1,280,275.86
1,293,827.51 1,798,723.77
0.00 6,856,815.08
8,778,351.1 9,225,644.75
23,469.177.70 8,502,728.70,
35,168.207.32 2845391148
548,585,900.84 670,480.504.90
tof2

LIABLITIES:

AP & Other Aczrued Lishilies
Account Payable

Retention

WIP Accrual

Accrued Payrol Liablties
Intercompany - PWCC
Intercompany

Deposits.

Pension Liability

Accrved income Tax

CFD Payable

Real Estate Tax Payable
Delered Revenue/Cost of Sale
Other Accrued Liabilities

Other Current Liabilities

CFD Accrual - Short Term

CFD Accrual - Long Tem
Interest Payable

Totst AP § Othar Accrusd Lisbidites

Notes Payable

Cument Maturity of Caphtal Leases
Capital Leases less Current Maturity
Short Term Notes Payable

Cuirent Matuiity of Long Term Debt
Long Term Debt less Current Maturity

Total Notes Peysble

TOTAL UABILITIES

Minority interest
Minority interest - FIN 46

STOCKHOLDERS EQUATY:
Common Stock

Additional Paid in Capital
Accumulated Eamings

TOTAL STOCKHOLDERS EQUITY

TOTAL LABRLITEES & STOCKHOLDERS EQUITY

FYos FY07

= -
121,919.4 202,808.06
1.024,061.50 6,703,302.94
799.999.97 14,000,000.46
1,295,953.82 5,486,008.27
7,112,151.53, 6.746,569.11
0.00/ 0.00/
1,292,500.67 8,633,238.07
12,277.464.45 11,803,580.32
910,223.65 0.00
185,400.00 77.028.29
1,205,904.83 989,126.01
8,081,260.92 11,648,889.42
7.500,798.44. 9,957,526.44
517.186.20 §37,565.11
782,087.00 1,377,028.00
4,726,478.00, 1,397,249.00
560.487.96 1,574.601.85
48,308.878.08 81,134,520.35
148.481.00 150,612.00
180.311.51 218,344.43
4,785,000.00/ 7.660,681.00
176,624,084.03 162,645,167.15
| _618033008] |  75.025776.31
187.918.07.52 245,700,590.95
236,317,085.60 326,835,111.30
18,037,638.07 16,666,357.39
29,351,775.00] 37,903,036.00
1,022,000.00, 1,022,000.00
79,031,421.94 79,031,421.94
182,826,069.23 209,002.578.27
262.878.491.17 239,058,000.21
| ssssemu] | emaosois
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From: Bettinelli, Antonio [mailto:Antonio_Bettinelli@standardandpoors.com]
Sent: Wednesday, March 04, 2009 11:03

To: Omanovic, Rufad (272366)

Subject: restrictive covenants?

How much wiggle room do you currently have under your restrictive covenants, post issuance?

Thanks Rufad.

Tony Bettinelli
Associate

U.S. Utilities & Infrastructure
Standard & Poor's Corporate Ratings
One Market St.

Steuart Tower, 15th Floor ‘

San Francisco, CA 94105-1000
(415) 371-5067 Fax: (415) 371-5090
tony bettinelli@sandp.com

Standard & Poor's will host the 16th Annual Utility Conference, "2020 Credit Vision,” on
Tuesday, March 10, 2009 in New York City. Details are available at
http://www.events.standardandpoors.com/utility. We hope you will join us.
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McGill, James T(Z271171)

From: McGill, James T(Z71171)

Sent: Thursday, March 05, 2009 12:49 PM
To: ‘Bettinelli, Antonio’

Subject: Stats for SP (3).xls

Attachments: Stats for SP (3).xis

Tony,

Here's an updated stat sheet. Let me know if you have any questions. .

Stats for SP (3).xls
. (19 KB)
Jim
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REDACTED

Arizona Public Service Company

Company Data 2007 2008 Nov

Dec Jan

Customers
Residential 979,138 986,363 979,259
Commercial (Non-Residential) 122,299 125,131 124,777

Past Due Accounts

Residential ($m)

Commercial
Inactive (Residential & Non Residential $m)
inactive (Residential & Non Residential accounts)
Bad Debt/Write-off ($m)
Bad Debt/Write-off ($m) cummulative

986,363 988,831
125,131 125,106

™ £ motoyment Data provided by The Bureau of Labor Statistics for the Phoenix-Mesa-Scottsdale MSA.
2009 Statistics are not available as of 3/5/09 and December employment data is preliminary.

Employment Data" - 2007 2008 - Nov Dec Jan

Employment (000's) 1,928.0 1,8412 1,850.5 18412 notavallable

Y/Y % Change {0.1) (4.5) {4.0) {4.5) notavailable
. Unemployment Rate . 38 6.1 55 6.1 not available
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16t* Annual Utilities Conference 2009:
2020 Credit Vision

March 10, 2009
The McGraw-Hill Companies Auditorium
New York, New York

roprl cuntent from prioe yeiten sppeovel of Standend 8 Foor's.
Copyright (<} 2009 Stendend & Poor's Finencias Services LLC. AN rights ressrved.
IR

STANDARD
“POOR'S

Welcome

Steve Dreyer

Practice Leader
Utilities & Infrastructure Ratings

ape ¥ content from requires e prior wetan approvel of Standard & Poor's.
Copyright (c} 2000 Standerd & Poor’s Financial Services LLC. Allighly reserved.
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Opening Remarks

John Whitlock

Managing Director
Utilities & Infrastructure Ratings

Permigaier %o raprind or Y requires Y grier wetter: apprevisl of Stendund & Peor's,
Copyrigrt (¢) 2008 Stancesd & Poor's Firmaciel Services LLG. All rights reserved.
SRR

Stable Ratings Trend

Electric Utility Ratings Distribution

B A

No. of issuers = 165 STANDARD |

|
Feb 2009 prtinmdons
Parmiasion 1 rejriet o dietrite sy from this IquEes 5 DN writen approval of Stendeid & Poors. &POOR’S
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Stable ratings trend for 2009 is supported by S&P’s
expectations of:

U.S. Electric Utilities — 2009 Ratings Trend
|

|

l

| - Responsive Regulatory Actions

| — Continued Access to Capital Markets
— Delay in New Baseload Construction

— Smooth Transition to Deregulated Market Status

Higher Credit Ratings Limited in 2 year forecast:

—~ Substantial Capital Expenditures
— Recessionary Pressure on Cash Flow and Debt Balances
—~ Carbon Debate in Washington
STANDARD

5,~ Pormiasion t rapeint or thetribaAe arry COntact from this presantation raquires the [rior wrillan appraval of Standard & Poor's. &POOR’S

Obama Administration Energy Priorities

Stimulus Package

— Energy Efficiency

- Renewables

— Smart Grid

— Sequestration Technology

Renewing America’s Promise

— Clean Energy
— Modernize Electricity Delivery Infrastructure
- Advance Low-Carbon Coal Technologies

— Debate in Washington Underway
- Ultimate Cost Undefined

Climate Change
~ How Quickly Implemented

. Permission io reprint or delribute any content from this pressntation requires the prior writen epproval of Stendsrd & Poor's. &POOR’S
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A View from the Top

John Whitlock, Managing Director, Standard & Poor's - Moderator

William D. Johnson, Chairman & CEO, Progress Energy
J. Wayne Leonard, Chairman & CEO, Entergy Corporation
David M. Ratcliffe, Chairman, President & CEOQ, Southern Company

wried ve distibide g prior yaitten approvel of Standend £ Poar's.
Copyipht (c) 2000 Standart & Foor's Finencial Services LLC. Al rights ressrved.

STANDARD
~POOR’S

The Economic Outlook:
Fasten Your Seatbelts

David Wyss
Chief Economist
Standard & Poor's

March 10, 2009
Data as of February 24

from i o taqires e pe
Copyright {¢) 2009 Standerd & Poor's Financiel Services LLC. AL Aghis reserved.

Page 128 of 174




The U.S. Is In Recession

- The economy is in recession.

. Housing has been in recession for three years, subtracting over a
percentage point from GDP growth in both 2007 and 2008.

. But that was offset by strength in nonresidential construction and the
closing of the trade gap, each of which added back about a half point in
2007.

- Weaker overseas growth will mean less benefit from the trade deficit,
despite the declining dollar.

- Nonresidential construction is plunging.

- The fiscal 2008 deficit beat the 2004 record; 2009 may triple 2008.
+ The Fed has cut rates sharply. '

» The recession will be long and deep.

« And an even deeper recession is possible if the financial markets
remain locked up, oil prices rebound, and home prices continue to drop.

STANDARD -

Powiniwnion i reprin o St sy ontent S ik presentition HequRes e PICT WIIeN geors! of Siandird & Poors. &POOR’S

The Housing Bubble

- Housing was too affordable, thanks to low mortgage rates
- But what happened when rates went up?

» Ratio of home price to income hit a record high in 2006,

« Which could not be maintained at higher interest rates

- We built too many houses at too high prices

. Starts and sales have dropped sharply

. Defauits have soared, cutting back on willingness to lend
» Prices are down 25% from their peak

. And the ratio of home price to income is below its historical average
+ We expect to hit bottom on starts this winter

- But prices probably won’t hit bottom until early 2010.

. Parcsain: £ jeprint or Gebuls any Contert from this presertation tQUies e prior written appravel of Standard 8 Poor's. &POOR’S
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Home Prices Were Too High

(Ratio of average home price to average household disposable income)

4.5
3.5

3

25
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Source: BEA, Census

Parmission to reprint or dislribute sny . nmm-wndsﬁmlml
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The Housing Market Cycle
(Housing starts (1000) and 12-month % change in home prices (S&P/Case-Shiller))
2,500 30
1,500 L'v'w"ww / \ 10
1,000 - YA Gan \ 0
500 \ -10
0 —t——t—tt— — -20
1990 1993 1996 1999 2002 2005 2008
— Starts — Home prices (%chya)
Source: S&P and Census Bureau R
STANDARD
2 Permission 10 reprint or disiribute any contert from this presentation requires the prior wiRien spproval of Standerd & Poor's. &POOR’S
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| Bubbles Were Almost Everywhere
)
} (Percent increase in home prices, 1997-2005)
|
us
Canada
‘ Gemany
i Switzerdand
|
| Britain
ireland
Haly
Sweden
France
Spain
Japan
Australio
China
NewZealan
Hong Kong
-100 250
Source: Mortgage Bankers’ Association and S&P STANDARD
“ 10 repint y ‘rom ihis presantation 1eauires tie prior wrilien spproval of Stendecd § Posr's. &POOR’S
Most Weakness Is In The Bubble Cities
(S&P/Case-Shiller Home Price Indexes, December)
Dedine from 2002-2005 Pricefincome
July 2006 average ratio {2005)
(12-month percent
Top§ change)
Chariotte 4.3 4.1 38
Datas 7.8 27 3.0
Denver -10.3 26 45
Seattle -11.0 12.2 71
Poriand, OR -11.8 131 50
20-City Average -27.0 14.3 6.3
Bottom 5
| Phoenix -45.5 206 5.1
| Las Vegas -43.9 175 6.1
Miami -40.7 19.9 86
San Francisco -40.2 147 127
San Diego -38.9 17.2 14.0
Detroit -34.3 3.1 28
Source: Standard & Poor’s, Census Burcau mm
e Pesmissiors i reprivt of atribule any conkent brom s resentation Fequies the prior writen appeovel of Standend & Poor's. &POOR’S
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The Fed Is Still Cutting

(Percent)
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Source: Federal Reserve

Pormission Io raprint or deiribute any content from this presentation requires the prior written approvsl of Standard & Paor's.
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16.

Quality Spreads Are Widening From Record Lows

(Spread over Treasury.yields, percentage points)
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— Default rate (12-month)  — Credit spread
—+— OMd spread series

Source: Standard & Poor's Globat Fixed Income Research

Parmission 10 reprint or distritae any contend from this presentation requires the prior wiilten approvel of Standard & Poor's.
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The World Is In Recession

« Industrial countries are in recession

- Declines in the US, Japan, and Europe and weakness in Asia
+ The train has more engines attached

- And the world is thus less dependent on US growth

- We expect a slowdown in world growth, to 1.3% in 2009 from
3.8% in 2007

« The most synchronized world recession in recent memory

1y, Premieson oo deiouse anycartet e reenicen the prior il Standerd & Poorn. &POOR’S

World Growth Has Siowed

(Real GDP, % change)

B 2006 22007 N 2008 | 2009 w2010 M2011
Povtriasiin 1o teprie o disbiiute ary conlent from this prasermtation rgiites. Ihe Srior witen auproval of Standad & Poery. &POOR’S
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All Fall Down

(Percent change, quarterly rate)
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1 -4
0.5 1
0 -
0.5
-1
-1.5
-2
-2.5
-3 L
=35
4 -
2007Q3 2007Q4 2008Q1 2008Q2 2008Q3 2008Q4
BUS 03 Japan W Eurozone f UK
Source: National sources _
STANDARD
. Porminsion 1o reprint or distribute any conlent oM this prasantation requites the prios writen approval of Standerd & Poor's. &POOR’S
Weaker Employment Is Hurting Construction
(4-quarter percent change)
4% 40%
M\
3% 30%
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— Employment — Nonresidential Building (right)
Source: BLS, BEA
STANDARD
a0, Permission to reprint or distribute any Content from this presentation requisys the prios wriien approval of Standand & Poor's. &POOR’S
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Can the Consumer Keep Spending?

|

: . Consumer spending has led the expansion

. But wealth is down because home prices are dropping and
. Stocks are weak

- Borrowing is more difficult, and home equity loans much less
available

. Confidence has dropped and unemployment risen
- Consumers are likely to save more

- Rebates will provided some quick cash

- Most of which has been spent

- And falling oil prices give back some purchasing power

STANDARD .
. Peeminaion Yo tepriot o distrbute-any content joam ihis preseritation requires the pricr wiitten approval of Stendard & Poor's. &POOR’S
Oil Prices Hit New Records
($/barrel, WT! and deflated by CPL;
household energy purchases as percent of disposable income)
120 T 9%
100 T 8%

N\ “
AN A\ A
40 \\’\ \/f 5%
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20 A 7 4%

0!11»11|rrl|1|;||!1|||||!|Tr||l3%
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— Oil price (WTT) —+-2005 dollars — % of disp. income (right)

Source: BEA STANDARD -

Permiesion 16 roprint o tisTouNe any conbent Srom ik presentation requires Ihe-prior wiitien approvsl of Standusd & Poor's. &POOR’S
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No Savings, But Lots of Debt

(Percent of after-tax income)

10 140%
8 //\f K/\'\\,‘ 130%
6 A 120%
4 SR / 110%
2 /\/vv - 100%
0/1/\.“,,/.,«1.1....”. 90%
-2 80%
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=— Saving rate — Debt/income (right)
Source: BEA and Federal Reserve
Purmiasion o rapeitor sy Somdart rom e preentaion s e picr witen approval of Sandad & Pooc's

High Unemployment Scares Consumers

(Percent)
120 10
110 /\\ 9
100 \ 8
00 \Vr\ M A .
70 /Vd \\ \/ o 5
~ LV 4
50 T T T T T T T T T T T 3
2000 2003 2006 2009 2012
— Consumer sentiment — Unemployment Rate
Source: BLS and University of Michigan Survey Research Center
Permussion to reprint or Gistrbute any content irom this presentation requives the prior writien approval of Standard & Poor's.
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Wealth Slides With Home Prices

(Percent of after-tax income)

700%
600%
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300%
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M Net worth El Financial assets
Source; Federal Reserve

it or diskibout rom this reuines e prior writtan eporovat of SLanterd & Poor's. &POOR’S

Bigger Than The Average Bear

« Double-digit earning gains for a record 18 quarters

- But earnings are now down for five consecutive quarters
« Profits were at a record high relative to GDP

« Share prices cannot outpace earnings

- Especially when interest rates rise

| - Stocks were overdue for a correction

| ’ - We think the market will improve, but siowly.

+ The current long-term cycle may have another bear in it,
however.

» Pasmisaion 1 reprict or G ute any Consart lrom this presentaiion requises the priol wrtten spproval of Stendaed & Poor's. &POOR’S

13
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| Stocks Cycle

(Annualized total return, S&P 500)

1929-1942  1942-1967 1967-1982 1982-2000  2000-2008

Source: S&P —
STANDARD

Permission to reprint o distribute any content from this presentation requires the prior wrtten approval of Standerd & Poor's. &POOR’S

Bottom Line: The Economy Will Recover Slowly

+ The recession is expected to be moderate

« But fiscal policy stimulus will end, keeping the recovery slow
« If financial markets remain locked up |
» Home prices continue to fall

» And oil prices continue to rise _

- This could turn into the deepest recession since WW Ii

STANDARD

» Permisuion 1o reprint or distsibute any Contend f¥om this presentation requses the prior writien approval of Stendand & Poor’s. &POOR’S
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Risks to the Economy

(Real GDP, percent change year ago)
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Source: BEA, S&P projections
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Risks to the Economy
(Unemployment raté)
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New Energy for America

Anne Selting, Director
Dimitri Nikas, Director
Todd Shipman, Director
Swami Venkataraman, Director

eprint or. content the pe Standend & Poor's.
wmmwnmw-wu&umn—w«.
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Solar Technology Shines Brightly

Anne Selting

Director
Utilities & Infrastructure Ratings

mhmamnwﬁmnwmmwmwdmﬂvuwm
wmmw;mrnms«muc.umm;
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'd put my money on the f #
sun and solar energy. /
What a source of

power! 1 hopewd W
don't haveto .

T b A

x e

Thomas Edison in conversation with Henry Ford, 1931

STANDARD

a Permission 1o tepeint or detribute sey comient from jres the. priat weitien ¥ Standard & Poor's, &POOR’S
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Two Broad Categories of Solar Power

Solar PV — Use the Sun’s
light to produce electricity

Sl irvndinane

O

e

Can be used anywhere in the U.S,

Solar Thermal — Use the Sun’s
heat to produce electricity

e
g Pkt

4

Predominantly in Southwest U.S.
(requires direct and ideal

although costs rise as insolation falls i iti —
; sunlight conditions) STANDARD
8 Porminsin 1 1eprint or cisiribule SNY COntent Nom this presentation Tacrires I (wior weition sppraval of Siandwd & Poar's. &POOR’S
Investor Owned Utilities Among Top Solar Utilities
; % S R, A 4

o &% A
»

Periaaion % teprint or (elibuke any content 51om this preaentation requires 1he pror writien approval of Standard & Poor's.
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Implied all.
PVProject | Estimated | inPVcost
Utility Size Cost $m Siw Overview

Targets rooftops of comm & industrial
customers; (1-2 MW), SCE owns

Southern California Edi 250 3875 $3.50 system, power used to meet utility

needs. LOCE is 27 ¢/kWh, install in
2009-2013

Targeting open areas and parkang lots, 1-

San Diego Gas & Electric 52 $250 $4.00 2 MW, 2/3 owned and operated with 1/3 | -

' owned by host customers

\
|
Utility Scale PV Announced Since 2008

PV at utility substations or related sites;
1/2 utility owned, balance provided by

. .
Pacific Gas & Electric 500 $1,450 $4.30 3rdparies. Size: 1 to 20 MW install is
2010-2014. LOCE is 29.5 £/kWh
35 MW located on PGE&G property; 43
N . " MW on local government rooftops; 40
Public Service Electric & Gas 120 $776 $6.44 MW og utility poles/streetlights;
2 MW affordable housing rooftops
Totals 922 $3.351
*Cost @ ion perta 250 MW of utility ed g son, all i costs not svailable, $430/w is captial costonly
STANDARD
Pasmission 16 reprvit or disirbule sy content fram Shis. sreseniation segquires Ihe grior wrien apswovat of Slandard 8. Poor’s. &POOR’S

ar.

PV Costs Show Declines, Subsidies Important to Installed Costs

== Gioes etalied Cost SRS Stae/y INContve Ror- i)
' —————Not installed Cost wio TC
e st /O

-
S

-
p3
(-3

Avonnwo;'lnomﬁvo
sy

1”! 1999 2000 2001 2002 2003 2004 2008 2008 2007
ned =10 14 nedt  nei8E 0388  ne619  ns700 n=1030 n=1107
SIMW OSMW OAMN 12NW S53MW 18.5MW 26MN 388MW S1AMW 605 W

Source: Department of Energy’s Lawrence Berkeley National Laboratory

s Parmmission 1 reprin or Geributs any content fvom this presentation requires the prios wilen spprovas of Standard 8 Poors. &POOR’S
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|
|
|
|
|
|
v Solar Module Retail Price Index
|
|
\
|
|

PV Module Prices Show Limited Declines in Last Few Years
125 watts and higher

I N S -eh
5.4 Source: Solarbuzz LLC
5,20 d oo AN oo me e e
5.00 4----\N\. Burope (&/watt peak) .
4.80 4-------- S LI et
4.60 T ....................................................
440 donmmmmmm i N

United States ($/watt peak)
420 d oo
4.00
Dec 2001 \ Feb 2009
STANDARD
. Purmission to reprint or distribute any content from this presantation requies. the [wior written spproval of Standard & Poor's. &POOR’S

Commercial PV Needs ITC to Compete Using 2007 Install Costs
Installed Costs for Commerical PV at $7.60/watt-dc
Estimated
LCOE no | LCOE with Retail Difference
intalled | Federal ITC | Federal ITC| Lifetime Rates in Cost
Location Costs (3/W)| (c/kWh) (c/kWh) (years) (c/kWh) {c/kWh)*
San Francisco, CA $7.60 30.45 21.48 30 13.09 8.39
Daggett, CA $7.60 25.92 18.29 30 13.09 5.20
Phoenix, AZ $7.60 27.02 19.06 30 8.91 10.15
Albuguerque, NM $7.60 26.47 18.67 30 8.63 10.04
Atlantic City, NJ $7.60 35.47| 25.02 30 14,78 10.24
Rartford, CT $7.60 38.19 26.94 30 15.99 10.95
Honolulu, HI $7.60 29.44 20.77 30 30.02 (9.25)
New York City, NY $7.60 36.15 25.51 30 16.81 8.70
*Calculated as LCOE with the ITC less the estimated retail electric rate
|
; STANDARD
i w“ Pesmission 1o reprint or disibute any content rom this presaniation raquires the prisr written spproval of Standard & Poer's. &POOR’S
|
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41,

PV Competitive at $2.50/Watt, Without ITC in Some Markets

Installed costs of $2.50 in the future
Estimated
LCOE no | LCOE with Retail Difference
Installed | Federal ITC | Federal (TC| Lifetime Rates in Cost
Location Costs ($/W)| (c/kWh) {c/kWh) (years) (c/kWh) (c/kWh)*
San Francisco, CA $2.50 11.53 8.58 30| 13.09 {4.51)
Daggett, CA $2.50 9.82 7.3 30 13.09, (5.79)
Phoenix, AZ $2.50 10.23 7.61 30 8.91 (1.30)
Albuguerque, NM $2.50 10.02 7.46 30 8.63{ {1.17)
Atlantic City, NJ $2.50 13.43 9.99 30 14.78 (4.79)
Hartford, CT $2.50 14.46 10.76, 30, 15.99 (5.23)
Honolulu, HI $2.50 11.15 8.29 30 30.02 {21.73)
New York City, NY $2.50 13.69 10.19 30 16.81 (6.62)
*Calculated as LCOE with the ITC less the estimated retail electric rate
STANDARD
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Summary

= PV adoption may only be an issue for utilities with all three of
the following:

— Strong subsidies and state and Iocal policies to encourage solar
adoption

— Steady, high electric rates and
— Solid insolation (e.g., good quality solar)
» Utilities likely will have time to react to increasing PV

penetration, as price declines for solar modules are expected
to be incremental, occurring over several years

» Decoupling could be needed to maintain credit quality if PV
becomes a significant substitute for central station power

+ Stranded costs not foreseen at this time, given uncertainty
over timing and likelihood of grid parity

STANDARD
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New Nuclear Generation a Decade Away

Dimitri Nikas

Director
Utilities & infrastructure Ratings

wuwvmmwmumwuuwmwwnawtvm‘
CW(@)MWIM&FWWLLC.M%“

Challenges Remain Much The Same

High costs, although opportunities to lock in lower commodity costs
may materialize

Long construction periods

Un-tested licensing framework

Lack of recent construction experience

.

L4

Shallow supply pipeline

wprit or dietrute sy from fhis prusentation seuines he prios witten sprrovel of Standacd & Poor's, &POOR’S
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» State regulatory frameworks have evolved to incorporate
elements that support construction of new nuclear plants

Balancing Progress with Ongoing Challenges
+ Credit supportive elements include:
—~ Pre-approval of construction costs and schedules
— Periodic reviews
; - Recovery of cash retum on construction work in progress
- No retro-active ratemaking for previously approved investment

- Recovery of abandoned investment

»

son o raprint or dhetribte any 2 rguites the prior wiiten sppraval of Stenderd & Pool's: &POOR’S

45

Balancing Progress with Ongoing Challenges

+ Untested licensing framework

— Site approval, reactor design certification and single license to build and
operate address shortfails of earlier construction cycles

— Need to finalize designs in order to move forward

~ Inspections, Tests, Analyses and Acceptance Criteria — Uncertainty as
to how to facilitate satisfactory compliance

“ Pacrmission it repiint or detribute sny contert from His prisentation reqUEYs he prior weken approval of Standand & Poors. &POOR’S
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Balancing Progress with Ongoing Challenges

» Department of Energy's Loan Guaranty Program is open to both
regulated entities and merchant generators

* Requires first lien on project assets necessitating novel approaches
for utilities with first mortgage bond indentures

» Necessitates that joint owners cross-collateralize each other’s
obligations

» Program expireé on Sept. 30, 2009 — Prospects for renewal not yet
clear

» No guarantees yet issued for nuclear plants, but current allotment
dwarfs submitted requests

STANDARD

o Pasmission 1o reprint o disibuts Ny Coment from this prasantation tequsres the prios written approval of Standard 8 Poor's. &POOR’S

Balancing Progress with Ongoing Challenges

- If nuclear plant investment is large relative to a company’s
balance sheet, all other parts of the company must perform
very strongly in order to provide ongoing financial support

» Balance sheet size is important consideration:

- Maintain balanced capital structure and ability to absorb some project
delays or cost over-runs

— Should a project need to be abandoned

- In adjusting rates during the construction period to recover return on
construction work in progress

" Pormisaion 1o reptini or distribute sy content from this presentation requires S prior wiitten spproval of Standard & Poor's. &POOR’S
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Balancing Progress with Ongoing Challenges

+ Recession and falling commodity prices can alter dynamics that
support new nuclear construction, inciuding project economics and
local support

+ Nuclear plants are atiractive when natural gas prices are high,
especially in regions where natural gas sets the marginal cost of
power

« Current economic slowdown may adversely influence resource
planning decisions that stretch out 5 or 10 years and hamper
resource diversity efforts

49A ‘Parmission to reprint of Gislriute sy content from this presentation requires the prior written spproval of Standard & Poor's. &POOR’S

Balancing Progress with Ongoing Challenges

» Lack of fully wrapped engineering, procurement and construction
contracts has been partly addressed

« Contracts tend to provide for a portion of total costs to be fixed, a
portion to escalate at some mutually agreed upon index, and a
portion to be paid at the prevailing market rates

» No hard demarcation limits

- Regulatory framework may include provisions that address exposure,
i.e. escalations may be approved annuaily for recovery

Permission 1o Teprint of distribats any contert om this presentation requises 1he prior wikien approvel of Standard & Poor's. &POOR’S
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Balancing Progress with Ongoing Challenges

» Even with some delays and some cost over-runs, some plants will be
built, potentially paving the way for more to come as technology and
supply pipeline mature

« Long-term horizon benefits construction in terms of projected load
growth despite current economic slowdown

« Lack of emissions but addressing spent-fuel may allay critics

« Companies and regulators need conviction their actions are in the
best interests of ratepayers

5. Permicsion 1 resrint or diatrule Sny Corart Fom this presantation fequires T price Wiilken AEDrovel of Standard & Poor's. &POOR’S

STANDARD

The Future of Clean Coal

Todd Shipman

Director
Utilities & Infrastructure Ratings

Permiesion 1o teprint or Setrbute siy contert from deis. i the prioe. » & Poor's.
Copyight {6} 2009 Standwd & Poor's Finamost Services (LC. AR fights reserved.
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IGCC Technology
IGCC Process Flow Diagram
Coal Coal Gasifi- Gas Gas
Prep cation Cooting Clean-up
N2
0z
Air
Separation Air Gas Air
Unit Turbine
BFW Fresh Boiler
Air Feedwater
HRSG [¢——
(BFW)
Steam
Conventional Integrated GCC
........................... Adgdition for Highly Integrated GCC
Steam
Source: O jes fo & the Ci of New Turbine
Coal-Based Power Plants National Coal Councll Report
STANDARD
5 Fearmission 1o reprint of distribute any content from this prasentation requires The prior writen approval of Stendard & Poor's, &POOR’S

IGCC’s Strengths

» Domestic Source of Energy
* Fuel-flexibility and Efficiency
— Thermal Efficiencies of 40-43% vs. PC’s 33-35%

~ Heat Rates of about 8500 Btu/Kwh. ..

~ Fuel flexibility to include other coal types or Pet Coke but with some performance
deterioration

+ IGCC’s Environmental impact approaches that of natural gas

54.

Poliutant PC? 1GCC? NGCC?

NOx 100% 43% 29%
| 502 100% 32% 1%
| Hg 100% 3% 0%

Cco2 100% 64% 53%

SW 100% 45% 0%

Water Use 100% 67% 44% -

'With SCR, FGD, FF. 2 With SCR, MDEA. ? With SCR -
STANDARD
Permission ta reprint or detributy Bny content from this prasentation requies the prior written approval of Standard & Poor's. &POOR’S
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IGCC’s Strengths

Carbon Capture is
the big Sources of CO, Emissions

differentiator

Significant potential for
carbon regulations

> The "Insurance Premium”
analogy

.

IGCC can capture CO2 far
more effectively than PC
units

» The power sector is the

largest source of CO2
'STANDARD
. Permisaion to feprint of distribute any content from this presentation requires the prior wrtien appraval of Standard & Poor's. &POOR’S .
IGCC’s Challenges

Construction Risks
- Utility-style EPC vs. traditional licensing for IGCC plants

— Contractor infrastructure

Capital Costs

— A capital cost premium of 15-25%, depending upon configuration

~ Capital cost and heat rates worsen with low rank coals, and substantially more so
than PC technology

~ Configuration and cost of a “reference” IGCC plant unclear, specially for PRB and
lignite coals

— Overall cost of electricity is higher without carbon capture

STANDARD

Permission 10 feprind or distribute any confent from this presentation requires te prior writlen approvat of Stendard & Poor's. &POOR’S
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IGCC’s Challenges

Reliability and Operations — The ‘I’ in the IGCC
— IGCC's greatest challenge is low reliability
— Reliability problems have occurred with ASU, turbine and gasifier
— Existing demonstration power plants have never exceeded 80% availabilities
— Technology vendors claim 85%, still lower than PC units

CCS is a technical and cost challenge
—~ Not a matter of uncertainties surrounding geologic injection
— The technical challenge is keeping the CO2 pemanently sequestered
— Also legal issues on liability for accidents

— Cost challenges involve uncertainties on
= Cost to sequester (30% - 40% energy loss)
= Cost of carbon

s Parmission 1 faprint or disirbule ahy conlent fom ihis presantation requires the priar wiiten spproval of Standerd & Poor's. &POOR’S

IGCC Part of the Solution

The answer to the question today is “No”

— Technology and performance aside, highly unlikely to be viewed as
an “alternative fuel” anytime soon

~ Does not mean it has no future, but short-term barriers are plentiful
and high — opponents appear ready to object to any coal plant

— Coal still a large part of base load generation and resource plans

\
\
‘ — Long-term, we think IGCC will be a part of the solution, but the
technological and cost challenges must be met

STANDARD
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The Credit Impact of Climate Change

Swami Venkataraman

Director
Utilities & Infrastructure Ratings

Puciniasion to reprint or disktibute wry content from this presentation requires the prior wiitian aparoval of Standard & Poot's.
Copyright {2) 2000 Standard & Poet's Firmmial Gervices LLC. AR twonved.

Climate Change — The Big Picture
« Scientific CO2 target of 450 - 550 ppm
» 50-yr timeframe is appropriate )
» Developing countries modeled to grow by 60-80%
i <y
$ 1ul oo*
;- .“,0 - 7 wedges
2 el o bukd the
e AL stabiization
o friangle
§ N -~
o
3 * ,*” e Lt .
- oot ™
§ 1 wedge
e avokis 1 billion
= emissions per year
S by 2054
Year
Source: 5. Pacala and R Socoles, "Stebilimtion Wedgrs: Solving the Climate Probiew
for the Next 50 Years with Curvent Technologies, ” Scisnce, 15 Angust 2004, $62-72 o WJDARD
o ik ov disrity wmy from this i0m resuiras. B privy w—den approval of Standard & Poecs. &POOR’S
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What does one wedge mean?

Efficient Buildings... ...cut emissions by 25% in buildings/appliances by 2054
Efficient Cars... ...increase fuel economy for 2 billion cars, 30 to 60 mpg
Efficient Baseload Coal Plants... ...raise efficiency of 1,600 GW coal power from 40% to 60%
Fuel Switching To Gas From Coal... ...replace 1,400 GW coal plants with gas plants
Carbon Capture At Power Plant... ...introduce CCS at 800 GW coal with 80% capture
Nuclear Power For Coal Power... ...adds 700 GW (twice the current capacity)
Wind Power For Coal Power... ...adds 2,100 GW peak wind capacity (40 times cumrent)

to displace coal at 30% capacity factor
Solar Power for Coal Power ...adds 2,100 GW peak solar capacity (700 times current)

to displace coal at 30% capacity factor
Ethanol Fue! For Fossil Fuel... ...50 times combined Brazil and U.S. production,

using 1/6:of the world’s cropland to power 2 billion cars

STANDARD -
Prrmiveion (o reprint of didtriute bry;content from WS preseniation rarquires. i prior vaiten Spproval of Standard & Poor's. &POOR’S
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The Power and Auto Sectors — A Study in Contrast

Allowance
holde

Fuel switching  Investinenergy  Change the Trading
e.g. coal to gas efficiency mode of allowances
or oil to gas projects operation
eprin of U sy from this requires the priot wHTER appYovel of Standard & Poors @OR’S
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The Power and Auto Sectors — A Study in Contrast

Allowance
holde

Partly available " S
atoy:;ﬁn:;r' ° Not available

o : jiner

Not available

¥

Fuel switching Trading
- Biofuels allowances
- Diesel
STANDARD
Peemiasion 10 tegeint o dieirbase any content from Whia presentalion requires the price written approval of Standerd & Poor's. &LOOR’S

8

The Impact on Existing Assets

+ Assignment vs. Auctioning of credits
— Excess profits from credit allocations — EU ETS vs. RGG!

+ impact of Carbon Credits on Power Prices

— Efficiency, nuclear, renewables to reduce demand. Offsets will set price
floor

~ Fuel-switching will set marginal price initially

- CCS will be marginal option over long-term

» Two key drivers of total economic cost of compliance
- Characteristics of the power markets in the region
= Fuel in the Margin; Gas price Effect
- Paortfolio Composition — Fossil-Heavy; Diversified; Carbon-Lite

STANDARD
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impact Of Portfolio Composition On Cost Of Compliance

Ratio Of 2026 To 2007 EBITDA

Carbon-light portfolios
Lompary 8-,
Company 8

‘6»*&%*&? NG

Portmisaion i reprint or Gairiute any conberi KO D8 pYESSALINION EUPES Uk (Yio TGN APOIOVS! of Siancard & Poors. &POOR’S

Hours on the Margin in 2026: Boxer/Sanders minus Base Case (%)
Zons Cosd GasCC GasCT GasST Hydro Nuctear ot Other
ERCOT-North 156 {(13.7) 0.4 {2.2) Q.0 0.0 0.0 00
FRCC 7.6 18 06 {0.9) 0.0 0.0 {8.8) 0.0
1SO-NE-Boston 0.2 172 (2.6) 0.1 0.0 {1.0) {(10.2) . (36)
ISO-NE-North Ex-Boston 09 15 {2.0) {0.6) a.0 41 {12.5) 27
} ISO-NE-Norwatk¢SW CT {0.6) 30.1 0.2 0.0 0.0 0.0 (24.7) 5.1
NYI50 East (0.8} 142 (1.9) 0.0 0.0 0.0 %.1) (8.5)
NYISQ Zone J (NYC) 00 (139 43 1.7 0.0 00 7.4 0.0)
RFC-AEP 3.7 (32.0) {0.6) 0.5 0.0 0.0 {0.4) {1.2)
. RFC-Cinergy 143 (132 ®.7) 02) (X} 0.0 (0.1) ©0.1)
PJM-East 289 (29 0.1 0.2 00 0.4 (3.3} 3.09)
PJM-West 291 (28.2) 0.7) 01 0.0 00 0.3) 0.0
SERC-Entergy 25 6.1 1.0 {6.0) 0.0 0.0 (0.7} {3.3)
SERC-TVA 19.0 (17.0) 2.2 0.0 0.0 0.0 04 0.3)
NP-15 0.8 (8.8) {1.3) {8.3) 0.0 0.0 {0.1) 147
$P-15 93 (4.3) (0.7) ©.1) 00 0.0 0.0 37
WECC-Wyoming 4654 (508) 83 00 00 0.0 ©.1) (1.4)
Average 131 8:3) (0.1) (1.4} 00 0.2 (3.5) 0.2)
STANDARD
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The Cost of Compliance
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Move to Lunch

James McGraw Hall
50' Floor
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Capital Markets Panel Discussion

John Whitlock, Managing Director, Standard & Poor's — Moderator

Paul L. Cutler, Treasurer, FPL. Group
Peter Madonia, Managing Director, J.P. Morgan, inc.
arrie Saint Louis, Research Analyst, Fidelity Management & Research

Vosion 1o repent v contert rom tha sequinwe tha prioe wrilen Spproval of Standard & Poors.
Copyright (¢} 2000 Standard & Poor's Finenciel Services LLC. AX fights resarved.

Regulatory Panel Discussion

Richard Cortright, Managing Director, Standard & Poor’s — Moderator

David C. Boyd, PhD, Minnesota Public Utilities Commission
David Hardy, indiana Utility Regulatory Commission
Katrina McMunrian, Florida Public Service Commission
Erin M. O’Connetl-Diaz, lllinois Commerce Commission

Panvission o reprirt or disiribute any confent From this presentation raquires the prior writens apswoval of Stendsed & Poor's.

(€} 2008 Stardard & Poor's Fmancisl Services LLC. AR dights reserved
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Please join us!

e pisor wrkhen appeoval of Standand & Poar's.

from tis
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Conversation & Cocktail Reception
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McGill, James T(271171)

From: Bettinelli, Antonio [Antonio_Bettinelli@standardandpoors.com]
Sent:  Thursday, March 12, 2009 9:06 AM

To: McGill, James T(Z71171); Omanovic, Rufad (Z72366)
Subject: Quick question

In the statement of cash flows, is the "change in margin and collateral accounts” cash flow adjustment current
or long term?

Tony

The information contained in this message is Intended only for the recipient, and may be a confidential attorney-client cornmunication or may cotherwise
be privileged and confidential.and protected from disclosure. If the reader of this message is not the intended recipient, or an employee or agent
responsible for delivering this message to the intended recipient, please be aware that any dissemination or copying of this.communication is strictly
prohibited. If you have received this communication in error, please immediately notify us by replying to the message and deleting it from your computer,
The McGraw-Hill Companies, Inc. reserves the right, subject to applicable local law, to monitor and review the content of any electronic message or.
information sent to or from McGraw-Hill employee e-mail addresses without informing the sender or recipient of the message.
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McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent:  Thursday, March 12, 2009 11:09 AM
To: ‘Bettinelli, Antonic’

Subject: RE: Quick question

The answer is both. The breakdown for PWCC is in footnote 18 on pages 136 and 137. APS breakdown is in footnote S-3 on page
156. You need to exclude number on the Mark-to-market line because they are non-cash. The sum of all the rest of the numbers in
the 2008 table minus the sum of all the rest of the numbers in the 2007 table equals the sum of Change in margin and collateral
accounts - assets and Change in margin and collateral accounts - liabilities on the Statement of Cash Flows.

From: Bettinelli, Antonio [mailto:Antonio_Bettinelli@standardandpoors.com]
Sent: Thursday, March 12, 2009 9:06 AM

To: McGill, James T(Z71171); Omanovic, Rufad (272366)

Subject: Quick question

In the statement of cash flows, is the "change in margin and collateral accounts” cash flow adjustment current
or long term?

Tony

The information contained in this message is intended only for the recipient, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure. If the reader of this message Is not the intended recipient, or an employee or agent
responsible for delivering this message to the intended reciplent, please be aware that any dissemination or copying of this communication is strictly
prohibited. If you have received this communication in error, please immediately notify us by replying to the message and deleting it from your computer.
The McGraw-Hill Companies, Inc. reserves the right, subject to applicable local faw, to monitor and review the content of any electronic message or
information sent to or from McGraw-Hili employee e-mall addresses without informing the sender or recipient of the message.
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McGill, James T(271171)

From: Befttinelli, Antonio [Antonio_Bettinelli@standardandpoors.com]
Sent:  Thursday, March 12, 2009 1:39 PM

To: McGill, James T(Z71171)

Subject: RE: Quick question

Ok, thanks. | was able to reconcile.

From: James.MCgill@pinnaclewest.com [mailto:James.MCgili@pinnaclewest.com]
Sent: Thursday, March 12, 2009 2:09 PM

To: Bettinelli, Antonio

Subject: RE: Quick question

The answer is both. The breakdown for PWCC is in footnote 18 on pages 136 and 137. APS breakdown is in footnote $-3 on page
156. You need to exclude number on the Mark-to-market line because they are non-cash. The sum of all the rest of the numbers in
the 2008 table minus the sum of all the rest of the nhumbers in the 2007 table equals the sum of Change in margin and collateral
accounts - assets and Change in margin and collateral accounts - liabilities on the Statement of Cash Flows.

From: Bettinelli, Antonio [mailto:Antonio_Bettinelli@standardandpoors.com]
Sent: Thursday, March 12, 2009 9:06 AM \

To: McGill, James T{271171); Omanovic, Rufad (Z72366)

Subject: Quick question

In the statement of cash flows, is the "change in margin and collateral accounts” cash flow adjustment current
or long term?

Tony

The information contained in this message is intended only for the recipient, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure, If the reader of this message is not the intended recipient, or an employee or agent
responsible for delivering this message to the intended recipient, please be aware that any dissemination or copying of this communication is strictly
prohibited. If you have received this communication in error, please immediately notify us by replying to the message and deleting it from your computer.
The McéGraw-Hill Companles, Inc. reserves the right, subject to applicable local law, to monitor and review the content of any electronic message or
information sent to or from McGraw-Hill empioyee e-mall addresses without informing the sender or recipient of the message.

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary information. If
you have received it in error, please notify the sender immediately and delete the original and any copy or printout.
Unintended recipients are prohibited from making any other use of this e-mail. Although we have taken reasonable
precautions to ensure no viruses are present in this e-mail, we accept no liability for any loss or damage arising from the
use of this e-mail or attachments, or for any delay or errors or omissions in the contents which result from e-mail
transmission.
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McGill, James T(Z71171)

From:
Sent:
To:

RenewEnergyPaym
ent.xs (36 KB)...

McGill, James T(Z71171)
Monday, March 16, 2009 3:19 PM
'‘Bettinelli, Antonio’

PPA Information

RenewEnergyPayment.xis
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McGill, James T(Z71171)

From:
Sent:
To:
Subject:

Attachments:

200812
-Liquidity Survey_m

McGill, James T(Z71171)
Monday, March 16, 2009 3:19 PM
'‘Bettinelli, Antonio’

Liquidity Survey

200812 S&P-Liquidity Survey_modified.xls
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REDACTED

S&P CELA CALCULATIONS
Credit Event Liquidity Adequacy
(Downgrade to Non-Investment Grade)

December 31, 2008
($000)

3

Cash on Hand $
Available Credit Lines

Cash / L/Cs Posted for MTM

Cash / L/Cs Posted for Static Margin

Market Value of Discretionary Inventory

:

:

Primary Liquidity $

Negative MTM Exposure $
JPM Futures Negative MTM Exposure

30-Day Exposure

Prepay Exposure

Increase in Static Margin

Triggers in Loans and Contracts

Commercial Paper

Unsecured PC Bonds (Daily Mode)

@& W

Total Liquidity Demands $

"

CELA

S&P Recommended Minimum

TIRA I N

TIRE )

3/23/2009

* Page 169 of 174




REDACTED

S&P MCELA CALCULATIONS
Market and Credit Event Liquidity Adequacy
(Downgrade to Non-Iinvestment Grade and Market Stress)
December 31, 2008
($000)

3
:

C

Cash on Hand

Available Credit Lines

Cash / L/Cs Posted for MTM

Cash / L/ICs Posted for Static Margin
Market Value of Discretionary Inventory

:j

i

Primary Liquidity $

-
[ v'nll'l

Negative MTM Exposure $
JPM Futures Negative MTM Exposure

30-Day Exposure

Prepay Exposure -

Increase in Static Margin

Triggers in Loans and Contracts

Commercial Paper

Unsecuréd PC Bonds (Daily Mode)

' |ll||l‘

i

Total Liquidity Demands $

MCELA

e

—

S&P Recommended Minimum

Price increase by 15% in 1st yr and 20% thereafter
MTM
JPMF

Price decrease by 15% in 1st yr and 20% thereafter
MTM
JPMF

0l
II ll 1l

3/23/2009
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McGill, James T(Z71171)

From:
Sent;
To:
Subject:

Attachments:

@3

Tk
For Tony.xls (55
KB)

McGill, James T(Z71171)
Monday, March 16, 2009 3:22 PM
‘Bettinelli, Antonio'

Covenant Information

For Tony.xis

Page 172 of 174




Sale Leaseback L/Cs, Coconino 1994/1998 L/Cs

ARIZONA PUBLIC SERVICE COMPANY
Calculation of Cash Caverage Ratio
Twelve Months Ended December 31, 2008

(3000)
Consolidated Net Income $262,344
Extraordinary Items 0
Income Taxes » 107,261
Depreciation & Amortization and Nuclear Fuel Amortization 416,709
AFUDC Equity & Capitalized Interest . (32.949)
Gross Deferrals 128.270
"Interest Charges” 252,555
Cash Flow $1,134,190 A
Long-Term Interest $170,071
Short-Term Interest ' 13,432
Sale/Leaseback Obligations Bond Interest 13,883
Operating Lease Rentals 55,169
Total "Interest Charges" $252,555
Annualized Interest on Proposed Long-Term Debt : 43,750
Pro-Forma Total Interest Charges $296,305 B
Cash Coverage Ratio -- Minimum is 2.0 383 A/B

3/23/2009
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$400M and $500M Revolvers
Farmington L/C
Sale Leaseback L/Cs
ARIZONA PUBLIC SERVICE COMPANY
FUNDED INDEBTEDNESS AS A PERCENTAGE OF CONSOLIDATED CAPITALIZATION
| For The Month of December 2008

($ millions)

DEBT POSITION DEC
Long-Term Debt less Current Maturities $ 2.850
Current Maturities of Long-Term Debt . 1
Short-Term Debt 522

TOTAL DEBT AT PERIOD END $ 3,373

Proposed Long-Ternm Debt 500
TOTAL PRO-FORMA DEBT AT PERIODEND § 3,873

APS EQUITY POSITION

Common Stock $ 178
Additional Paid-In Capital 2,118
Retained Earnings 1,169
Accumulated Other Comprehensive Income (126)
COMMON EQUITY PER BALANCE SHEET $ 3,339
FAS 71 Write-Off 140
FAS 133 99

TOTAL COMMON EQUITY AT END OF PERIO™ S 3,578
PRO-FORMA CONSOLIDATED CAPITALIZATION $ 7,451
(Debt + Equity)

PRO-FORMA FUNDED DEBT AS A % OF CONSOLIDATED
CAPITALIZATION NOT TO EXCEED 65% , 52.0%
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